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The Office of General Counsel has prepared the attached draft Statement of
Reasons, which concludes that Lyndon H. LaRouche Jr. and LaRouche’s Committee for a
New Bretton Woods (collectively “the Committee™) must repay a total of $224,185 to the
United States Treasury. The repayment consists of two parts: 1) a $67,988 pro-rata
repayment for non-qualified campaign expenscs due to vendor overpayments, and 2) a
$154,046 repayment for matching funds received in excess of the candidate’s entitlement.
26 U.S.C. §§ 9038(b)(1)-(2) and 11 C.F.R. §§ 9038.2(b)(1)-(2).

The repayment for non-qualified campaign expenses is unchanged from the
Commission repayment determination approved in the Audit Report. However, the
repayment for matching funds received in cxcess of entitlement has been reduced from
$163,272 to $154,046. The Audit staff reviewed the Committee’s disclosure reports and
supplemental materials. The auditors identified vendor refunds and additional winding
down expenses and adjusted the Committee’s net outstanding campaign obligations
(*“NOCO") accordingly. The Committee’s additional obligations resulted in a decrease in
the amount of matching funds received in excess of the Committee’s entitlement.
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In addition, this Office notes that the Committee received $80,472 in refunds from
vendor Southeast Literature Sales, Inc. (SELS) after the candidate’s date of ineligibility.
These refunds were excluded from the Audit’s staff’s NOCO calculation in the Audit
Report.' The Audit staff indicated that, had the refunds been included, the Committee’s
total repayment would have increased by $42,271. At this point, the Commission cannot
include a new repayment determination with the recommended repayment determination
in the attached Statement of Reasons because it would increasc the repayment
determination from the Audit Report. See Robertson v. Federal Election Commission, 45
F.3d 486, 490 (D.C. Cir. 1995) (Commission conceded that it would not be entitled to
make a determination in excess of the amount stated in a preliminary calculation if higher
determination was made after the three year period for agency notification cxpired).2 The
Commission could seek an additional repayment under 11 C.F.R. § 9038.2(f). However,
any additional repayment at this point would require a showing of the existence of facts
not used as the basis of the previous repayment determination. In this case, the facts were
in existence, and they could have been used. The underlying amount (380,472) was
mercly not included in the calculation.

RECOMMENDATIONS

The Office of General Counsel recommends that the Commission:

1. Determine that Lyndon H. LaRouche, Jr. and LaRouche’s Committee for a
New Bretton Woods must repay $67,988 pursuant to 26 U.S.C. § 9038(b)(2)(A)
and 11 C.F.R. § 9038.2(b)(2)(i) for non-qualified campaign expenses.

o

Determine that Lyndon H. LaRouche, Jr. and LaRouche’s Committee for a
New Bretton Woods must repay $154,046 pursuant to 26 U.S.C. § 9038(b)(1)
and 11 C.F.R. § 9038.2(b)(1) for matching funds received in excess of the
candidate’s entitlement.

3. Approve the Statement of Reasons; and
4. Approve the appropriate letters.

Attachment
Draft Statement of Reasons

' The $80.472 from SELS was outstanding as of the candidate’s date of ineligibility, and therefore,

should have been reflected on the NOCO Statement.
: The Presidential Primary Matching Payment Account Act requires that the Commission issue all
repayment notifications no later than 3 years after the close of the matching payment period. See 26 U.S.C.
§ 9038(c).



BEFORE THE FEDERAL ELECTION COMMISSION

In the Matter of )
) LRA 565
Lyndon H. LaRouche, Jr. and )

LaRouche’s Committec for a New Bretton Woods )

STATEMENT OF REASONS IN SUPPORT OF REPAYMENT
DETERMINATION AFTER ADMINISTRATIVE REVIEW

L. SUMMARY OF REPAYMENT DETERMINATION AFTER
ADMINISTRATIVE REVIEW

On . the Federal Election Commission (“Commission”) determined

that Lyndon H. LaRouche, Jr. and LaRouche’s Committec for a New Bretton Woods
(collectively “the Committec™) must repay $222,034 to the United States Treasury.
Accordingly, the Commission orders the Candidate to repay $222,034 to the United
States Treasury within 30 calendar days after service of this determination. 11 C.F.R.
§9038.2(d)(2). This Statement of Reasons sets forth the factual and legal basis for the
Commission’s repayment determination after administrative review. 11 C.F.R.
§ 9038.2(c)(3).
11. BACKGROUND

Lyndon H. LaRouche, Jr. was a candidate for the Democratic Party’s nomination
for the office of President of the United States in the 2000 primary election. His principal
campaign committee, LaRouche’s Committee for a New Bretton Woods, registered with
the Commission on September 10, 1997. The Commission determined that Mr.
LaRouche was eligible to receive matching funds on September 30, 1999. The

Committee received $1,448,389 in matching fund payments from the United States
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Treasury. After the clection, the Commission audited the Committec pursuant to
26 U.S.C. § 9038(a).

On May 1, 2003, the Commission approved the Audit Report and determined that
the Committee must repay a total of $233,411 to the United States Treasury. See
Attachment 1. On July 8, 2003, the Committee submitted a written request to the
Commission seeking administrative review of the repayment determination and
requesting an oral hearing. Attachment 2. On August 19, 2003, the Commission granted
the Committee’s request for an oral hearing and heard the Committee’s oral arguments on
September 17, 2003. The Committece submitted supplemental materials on September 20,
2003. Attachment 3.

I1I.  AUDIT REPORT REPAYMENT DETERMINATION

The Commission’s $233.411 repayment included two parts. First, the
Commission sought a pro-rata repayment, totaling $70,139, for non-qualified campaign
expenses resulting from the Committee’s overpayment to vendors. Attachment 1 at 15-
16. Second, the Commission sought a $163,272 repayment for the Candidate’s receipt of
matching fund payments in excess of his entitlement. /d. at 18-19.

A. Non-qualified Campaign Expenses

The repayment for non-qualified campaign expenses is directly related to the
contracts that the Committce entered into with seven vendors for the use of their facilities
and campaign services.! The seven vendors are American System Publications, Inc.;

Eastern States Distributors, Inc.: EIR News Services, Inc.; Hamilton Systems

' The seven vendors also worked for the LaRouche presidential committees in the 1988, 1992 and

1996 election cycles. Attachment I at 9.
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Distributors, Inc.; Mid-West Circulation Corp.; Southeast Literature Sales, Inc. and
Southwest Literature.

The contracts required the vendors to perform services for the Committee from
July 1997 through December 2000.> Under the contracts, the vendors agreed to distribute
Committee literature to the general public; organize public campaign meetings and
private meetings with local political leaders, activists, business, and labor leaders, and
other constituency representatives; distribute media feeds to local radio, television and
print media channels; and publicly represent campaign positions to the press and public.
Attachment 7 at 1. The contracts also required the vendors to provide office and
communications facilities to campaign voluntcers. /d.

The vendors calculated the fees on a monthly basis starting in April 1999; and
they grouped the fees into two broad catcgories: facilities contract expenses and other
expenses.3 The facilities contract expenses included public relations, literature
distribution, “‘access to company existing networks and list of customers and contacts,”
and use of office space and facilitics. Attachment 1 at 10 and Attachment 7 at 1. The
other expenses were reimbursablc items, such as ;:osts of room rentals and incidentals for

public campaign meetings, press confcrences, automobile rentals, mailings, and rentals of

5

- All of the contracts were identical, except for the name of the vendor. Attachment 7 at 1. The
contracts were designed to terminate at “close of business of the day on which the Democratic Party
nominates its candidate for President at its Year 2000 nominating convention, except for such activities as
may be necessary for winding down the campaign.” Attachment 7 at 3.

? Although the effective dates of the contracts were July 1997 through December 2000, the monthly
fees started in April 1999. See Attachment 7 at 3. In addition, the vendors provided services to the
Committee prior to April 1999. The payment for vendor services provided prior to April 1999 were
included in each contract as a lump sum amount and totaled $121,536 for all seven vendors. Attachment 1
at 10; see also Attachment 7 at 3.
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office space or accommodations retained for the exclusive use of the Committee’s
campaign activities. /d.

According to the Committee, the vendors werc organized in 1987 to sell and
distribute literature, and their primary purpose was to disseminate political, philosophical,
and scientific literature and ideas originated by Lyndon LaRouche and his political
associates (“the LaRouche Organization”). Attachment 1 at 9. At the same time that the
vendors were distributing literature, collecting contributions and organizing campaign
services on behalf of the Committee, the vendors were also conducting non-campaign
rclated business activitics for the LaRouche Organization. According to the Committee,
the vendors distribute literature on an ongoing basis, regardless of whether or not therc is
a presidential campaign in progress. Attachment 4 at 45-46. For the 15 years or more of
their existence, the vendors’ income has been derived from subscription and single issue
sales of books, videotapes, periodical and other publications, and contributions and
donations by the general public. Attachment 1 at 10. However, when a campaign is in
progress, “there is a merger [between campaign activities and the vendors’ usual business
activities.]” Attachment 4 at 46. Therefore, in an effort to distinguish between campaign
activity and non-campaign activity, the seven vendors billed the Committee based on an
activity ratio. Attachment 1 at 10.

According to the Committee, the ratio represents the number of contributions
raised for the Committce compared with the total of all vendor sales and contribution
transactions. Id. The activity ratios for the seven vendors varied from 64% during the

campaign to .7% for periods after the Candidate’s date of ineligibility (DOI). Attachment
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| at 14. The Committce stated that the vendors applied the activity ratio to baseline costs,
i.c. “vendor costs implicated when volunteers used corporate facilities (e.g. offices, office
equipment, cars, phones, postage) or provided services to further...[the] campaign.”
Attachment 5 at 1-2; supra at 3.

In addition to the activity ratio, the vendors billed the Committee based on mark-
up charges. The Committee claims that the mark-up charges represented: 1) costs not
included in the vendors’ baseline charges and highly variable costs that were
underestimated; 2) compensation for one-time start up costs and intangibles; 3) advance
payment/bad debt reserve; and 4) a small profit. Attachment 1 at 10. The degree of the
mark-up varied by the vendors according to the level of activities on behalf of the
Committee. Id. For example, during the startup phasc of the campaign, the vendors
marked up the charges in the high range of 80%, and they decreased it as the level of
activity decreased. Id. The vendors marked up the Committec’s charges by 80% for
April through September 1999, 50% for October through December 1999, and 0% for
January through December 2000. /d.

The seven vendors billed the Committee $1,925,745 in facilities contract expenses
and the Committee paid the vendors a total of $1,656,048 through the Candidate’s DOI,
August 10, 20004 Attachment 1 at 11, 15. In the Audit Report, the Commission
determined that the Committee overpaid the vendors by $253,753. The Commission
concluded that this amount included $214,544 in overpayments made to the vendors

before the Candidate’s DOI; and an additional $39,209 in overpayments made after the

! The Commission notes that only disbursements relating to the facilities contract expenses were at

issue in the Audit Report. Attachment 1 at 13.
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Candidate’s DOI, but paid when the Committee’s account contained public funds.® 11
C.F.R. § 9038.2(b)(2)(1v).

The $214,544 overpayment results from differences between the Committee’s
actual payments to the vendors and the Commission’s calculation of what the Committee
should have paid the vendors. The Committee paid the vendors $1,656,048 through the
Candidate’s DOI. However, under the Commission’s calculations, the Committee should
have paid the vendors $1,417,855. The Commission’s payment amount accounted for the
Commission’s disallowance of $94,007 in vendor costs and $413,883 in vendor mark-up
charges.

The Commission disallowed some vendor costs related to EIR News Services,

Inc. (EIRNS), Southeast Literature Sales, Inc. (SELS) and American Systems
Publications, Inc. (ASP). Attachment 1 at 15. The Commission concluded that the
Committee’s payments for these vendor costs were non-qualified campaign expenses.
The Committee paid EIRNS $31,070 for the rental of a farm in Round Hill, VA. Id. The
Commission found that the rental payments for the farm were not in connection with
sceking the nomination. 11 C.F.R. § 9032.9(a). The Commission also found that the
Committee failed to document disbursements to SELS totaling $34,828. /d. In addition,
the Commission found that $28,110 in ASP disbursements represented pre-paid billings
and were insufficiently documented. /d. Therefore, the Commission disallowed a total of

$94,007 in vendor costs [($31,070 + $34,828 + $28,110)= $94,008].° Id. at 14-15.

5

The Committee made overpayments to EIR News Service, Inc.; Hamilton Systems Distributors,
Inc.: and Southeast Literature Sales, Inc. between August 17 and September 6, 2000. Attachment 1 at 15.
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The Commission determined that the Committee did not submit information
demonstrating that the mark-up percentages and resulting charges were for the purpose of
sccking the nomination. 11 C.F.R. § 9032.9(a). Attachment 1 at 13. The Commission
found no support for the Committee’s assertion that the mark-up charges accounted for
variable costs and/or uncaptured bascline vendor expenses. /d. Also, the Commission
found that the mark-up did not appear to relate to profit. /d. Therefore, the Commission
concluded that the mark-up charges should be considered primarily advance payments
and deducted from the total amount of vendor billings.

Since the Commission disallowed certain vendors’ costs and all of the mark-up
charges, the Commission found that the Committee should have paid $1,417,855
[$1,925,745 —($94,007 + $413,883)]. See Attachment | at 15. However, the Committec
paid the vendors $1,656,048. Thereforc, the Commission found that the Committee
overpaid the vendors by $238,193 ($1,656,048 — $1,417,855). The Commission made
several adjustments to the overpayment amount to account for the Committee’s receipts
and debts. Taking into account a refund from one vendor ($80,472), other amounts due
to the vendors ($6,653), and debts owed to third-parties ($63,476) at the DOI, the
Commission found that the amount of overpayment totaled $214,544 [($238,193) +
(563,476) - ($80,472 + $6,653) = $214,544]. Attachment 1 at 15.

If public funds are expended to defray costs associated with overpaying a vendor,
the overpayment amounts are non-qualified campaign expenses. Lenora Fulani for

President Statement of Reasons in Support of Repayment Determination, pages 17-18

[

The apparent discrepancy (394,007 vs. $94,008) results from rounding up during the
Commission’s calculations.
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(March 6, 1997). Since the Committee overpaid the vendors, the Commission found that
the excessive amount was a non-qualified campaign expense. Pursuantto 11 C.F.R.
§ 9038.2(b)(2)(iii), the Commission may seek a repayment for non-qualified campaign
expenses. The Committec’s repayment ratio is .2764, as calculated pursuant to 11 C.F.R.
§ 9038.2(b)(2)(iii). Therefore, the Commission determined that the Committee must
repay $70,139 ($253,753 x 2764) to the United States Treasury for non-qualified
campaign expenses. Attachment I at 10.

B. Funds Received in Excess of the Candidate’s Entitlement

As a result of the Commission’s determination regarding non-qualified campaign
expenses, the Commission adjusted the Candidate’s net outstanding campaign obligations
as of the Candidate’s DOI to $93,868. 11 C.F.R. § 9034.5(a). During the period from
August 17, 2000 through October 1, 2000, the Candidate received private contributions
totaling $66,043 and matching fund payments totaling $50,968. As a result, the
Committee had no net outstanding campaign obligations after October 1, 2000 [$93,868 —
(566,040 + $50,968) = ~-$23.143]. Nevertheless, the Committee received matching fund
payments totaling $163.272 from October 2, 2000 to April 2, 2001. Therefére, the
Commission determined that the Committee must repay $163,272 to the United States
Treasury for receiving public funds in excess of the Candidate’s entitlement.®* 11 C.F.R.

§ 9038.2(b)(1).

7 The apparent discrepancy ($70,139 vs. $70,137) results from rounding up during the

Commission’s calculations.
* The Committee cannot include debt for non-qualified campaign expenses on its Statement of Net
Outstanding Campaign Obligations (“NOCO Statement™). 11 C.F.R. § 9034.5(b)(1). Therefore, the
Commission calculated the $1063.272 repayment without using any of the debt related to the overpayments.
However, if the Commission allows any portion of the vendors’ mark-up charges that the Committee had




(8

(O8]

9

10

11

13

LaRouche’s Committee for a New Bretton Woods (LRA 5065)
Statement of Reasons
Page 9

IV. COMMITTEE’S RESPONSE TO AUDIT REPORT REPAYMENT
DETERMINATION

The Committec’s response addresses multiple issues related to the repayment
determination.” However, the Committee’s response focuses on one main issue: the
Commission’s disallowance of all vendor mark-up charges totaling $413,883. Attachment
2 at 14. The Committee argues that a 32% mark-up (the average of the frontloaded 80%-
50%-0% mark-up formula) is a reasonable level of mark-up. Attachment 2 at 21.
Notwithstanding, the Committee states ihat the Commission should accept a 15% mark-up
charge, at minimum. /d. *“Whether the right number is 15% or 17%, it is clear that the
vendors were entitled to markup, and that a reasonable markup would yield no repayment

19 Attachment 4 at 14.

obligation whatsocver.
The Committee explained that the mark-up charges serve four different purposes.

Attachment 1 at 10; Attachment 2 at 18-20. First, the Committee states the mark-up was

not paid prior to the DOI, this would increase the outstanding obligations for qualified campaign expenses
that are reflected on the Committee’s NOCO Statement. See 11 C.F.R. § 9034.5(b)(1). The increase in
outstanding obligations would reduce or eliminate the amount of public funds that the Candidate received in
excess of his entitlement. See 11 C.F.R. § 9038.2(b)(1). According to the Commission’s calculations, a
17% mark-up is required to eliminate this part of the C ommittee’s repayment obligation.

’ The Committee raised several minor points. The Committee states that if the Commission accepts
all or a portion of the mark-up charges. and therefore reduces the amount of non-qualified campaign
expenses, the repayment for matching funds received n excess of entitlement will be reduced or eliminated.
Attachment 2 at 6, 24. We agree. Supra note 8. The Committee also states that miscellaneous adjustments
should be made to the Commission’s NOCO Statement calculation, including accounting for vendor refunds
($15,179) and increases in the Committee’s additional debts ($26,403) and winding down costs ($32,969).
Attachment 2 at 18. The Commission addresses the adjustments to the NOCO Statement in Section V.B,,
infra at 14-15. The Committee also originally disputed the Commission’s disallowance of $28,110 in
itemized costs related to American System Publications, Inc. (ASP). Attachment 2 at 14, 18-21. However,
the Committee later withdrew this challenge. See Attachment 3.

0 The Committee states that a 15% mark-up is standard in the media buying industry and that the
vendors’ level of activity was significantly greater than a media buyer’s activity. Attachment 2 at 165-160.
Therefore, the Committee argues, a vendor mark-up of as low as 15% is clearly justified. /d.,; supra note 8.
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nccessary to ensure that the Committee did not underpay the vendors and, thus, possibly
receive impermissible corporate contributions. Attachment 2 at 5-9. Second, the mark-up
was applied to cnsurc that “uncaptured dircct, indirect and hidden costs--which by their
nature are difficult to itemize--would be paid by the campaign and not subsidized by the
vendors.™! Attachment 2 at 10. Third, the Committee states that the mark-up charge
represents advance payment and a bad debt reserve. Attachment 2 at 19-20 and
Attachment 5 at 5-6. Lastly, the mark-up charge represents vendor profit, or a
“contribution to reserves.” Attachment 2 at 20, 165-167 and Attachment 4 at 50-51.

V. COMMISSION REPAYMENT DETERMINATION AFTER
ADMINISTRATIVE REVIEW

A. Non-qualified Campaign Expenses

The central issue in this administrative review is whether the Committee
demonstrated that its mark-up charge is a qualified campaign expense. A qualified
campaign expense is defined, in part, as a purchase, payment, distribution, loan, advance,
deposit, or gift of moncy or anything of value that is: (1) incurred by or on behalf of a
candidate or his authorized commitice from the date the individual becomes a candidate
through the last day of the candidate’s eligibility; and (2) made in connection with his
campaign for nomination. 11 C.F.R. § 9032.9. However, not every campaign expense is
made in connection with the candidate’s campaign for the nomination. For example, if a

committee makes payments to vendors that are not commercially reasonable or exceed

. The Committee's indirect and hidden costs included “all non-fundraising campaign uses of

telephones, overhead and administrative costs including coordination of volunteer activities, and FEC
accounting and compliance, research, use charges for company lists and contacts, and a small profit.”
Attachment 4 at 18, 37.
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the normal and usual charge for the goods and services, the excessive amount has no
connection with the candidate’s campaign for nomination and, therefore, constitutes a
non-qualified campaign expensec. See Lenora Fulani for President Statement of Reasons
in Support of Repayment Determination, page 17-18 (March 6, 1997), aff'd Fulani for
President v. FEC, 147 F. 3d 924 (D.C. Cir. 1998) (in denying the committee’s petition for
judicial review of repayment determination, the court accepted the Commission’s basis
for repayment determination that an overpayment to a vendor is a non-qualified campaign
expense). Furthermore, a publicly-financed committee has the burden of demonstrating,
with supporting documentation, that its disbursecments are qualified campaign expenses.
11 C.F.R.§9033.11(a).

In the Fulani Statement of Reasons, the Commission cautioned that “although [a]
committee may have political or other associations with certain vendors, the parties must
maintain an arm’s length relationship in their financial transactions to ensure that public
funds are properly spent to benefit the campaign and not gratuitously siphoned off to the
Committee’s vendors and associates.” Lenora Fulani for President Statement of Reasons
in Support of Repayment Determination, pg. 18. In this case, the Commission is
concerned that the Committee’s transactions with the vendors were not at arm’s length or
that the Committee did not pay fair market value for the services.'” The vendors were

established by the LaRouche Organization and have at all times maintained a close

12

Arm’s length transactions usually do not involve the same or related parties on both sides of the
transactions. See In re Sunsport, Inc. 260 B.R. 88 (Bankr.E.D. Va. 2000) (transfer of assets had appearance
of a name change because the business and the key people were essentially identical); see also Tuylor v.
Atlas Safety Equipment Co., 808 F.Supp. 1246 (E.D. Va. 1992) (no identity of management or ownership;
arm’s length transaction exists where party paid valuable and adequate consideration and member of both
parties did not participate in transaction).
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relationship with the Committee. Indeed, the campaign was uniquely structured wherein
the vendors’ campaign activities were merged with their non-campaign activities.'” The
Commission’s concern is heightened by the fact that the Committee does not have
documentation to verify or substantiate the mark-up charges. Therefore, the Committec
could have casily overpaid the vendors through the mark-up charges.

The Commission is not concluding that all mark-up charges are nonqualified
campaign expenses. The Commission recognizes there arc indirect and hidden costs
inherent in many commercial transactions, and that vendors may mark-up charges in
order to cover such costs and to make a profit. See Advisory Opinion 1994-33 (need for
adequate profit to avoid a contribution in situations where a company enters into

arrangements with a committce to assist in fundraising). However, the Committce

did not provide any verifiable basis for the mark-up charges it used.'* For example, many

of the indirect costs cited by the Committee to justify the mark-up would appear to have

already been captured by the activity ratio.”

1 The Committee’s formal campaign staff consisted of a Treasurer, Assistant Treasurer,

Spokesperson, Press Coordinator and Webmaster. However, the Committee had no payroll, and the
vendors supplied the Committee with “campaign workers.” Attachment 7 at 1.

H With regard to the Committee’s contention that the mark-up was needed in part to establish a bad
debt reserve, the Commission notes that the probability of default by the Committee is very low, given the
Committee’s history with the vendors. LaRouche committees have employed the vendors for campaign
work since 1987 and have always compensated the vendors for their campaign work. Attachment 5 at 5-6.
The Committee also acknowledged it made timely payments to the vendors throughout the course of the
campaign. Attachment 2 at 19.

" The Committee claims it incurred indirect and hidden costs, including “all non-fundraising
campaign uses of telephones, overhead and administrative costs including coordination of volunteel
activities, and FEC accounting and compliance, research, use charges for company lists and contacts, and a
small profit.” Attachment 4 at 18, 37 (emphasis added); Attachment 5 at 4. However, many of these
“indirect and hidden” costs are traditional overhead expenses (e.g. rent, utilities and office equipment)
which already appear in the activity ratio calculation. Attachment 5 at 1-2; Attachment 6 at 3.
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Furthermore, there remains a lack of records to explain and support the
Committee’s general catcgorical descriptions of unidentified and hidden vendor costs.
See Attachment 2 at 10 and Attachment 5 at 4. For example, the Committee stated that
the markup represented uncaptured “overhcad and administrative costs.” Attachment 2 at
10. Despite requests from the Commission, the Committee did not provide further
information (e.g. list, schedule or record) about these “gencral overhead costs.” See
Attachment 4 at 32-35, 37-38; Attachment 5 at 4.

Even if we allowed the mark-up charges, the Committee has failed to produce any
document by which the Commission can either quantify the mark-up charges or
determine the reasonablencss of either the 15% or 32% mark-up charges proffered by the
Committee. The Commiittee also failed to justify the original, frontloaded 80%, 50%
and 0% mark-up structure.'® Therefore, the Commission concludes that the Committee
overpaid the vendors $241,519 and, therefore, owes a pro-rata repayment of $67,988
(241,519 x .2815) to the United States Treasury for non-qualified campaign expenses.l7
11 C.F.R. §9038.2(b)(2)(1).

B. Funds Received in Excess of Entitlement

The Committee requested that miscellaneous adjustments be made to the
Commission’s NOCO calculation, including accounting for vendor refunds and increases

in the Committee’s additional debts and winding down costs. Attachment 2 at 18.

o The Committee claims that the mark-up charge represented “difficult to itemize” costs. The

vendors reduced the mark-up charge to 50% mid-campaign and eventually eliminated it. However, costs
associated with “non-fundraising campaign uses of telephone,” “administration™ and “FEC compliance™
arguably exist throughout the campaign.

v The decrease in vendor overpayment and increase in the Committee’s repayment ratio result from
the Commission’s adjustment to the Committee’s NOCO Statement. See Section V.B., infra at 14-15.
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The Commission reviewed disclosure reports and additional documentation
submitted by the Committce and identified refunds totaling $27,329 ($15,179 + $12,150)
from EIR News Service, Inc.'® Attachment 6 at 2. Therefore, the Commission reduced
the Commitice’s non-qualified expenses by $27,329." Although the Committee stated it
incurred $26.403 in additional debts and $29,669 in additional winding down expenses,
the Committee did not provide documentation to support these debts. 11 C.F.R.

§§ 9033.11 and 9034 .4(a)(3); see Attachment 6 at 4. However, the Commission reviewed
the Committec’s disclosure reports, identified $20,745 in additional winding down
expenses and an additional $10,950 in estimated winding down expenses, and adjusted
the NOCO Statement accordingly. Attachment 6 at 4-5.

The adjustments result in net outstanding campaign obligations totaling $127,442
as of the Candidate’s DOI. Attachment 6 at 5. During the period August 17, 2000
through October 2, 2000, the Candidate received private contributions totaling $67,248
and matching fund payments totaling $50,968. Therefore, the Committee had net
outstanding obligations totaling $9,2206 [$127,442 - ($67,248 + $50,968) = $9,226] on
October 2, 2000. However, the Committee received matching fund payments totaling
$163,272 from October 2. 2000 to April 2,2001. Therefore, the Candidate received

public funds in excess of the Candidate’s entitlement. Thus, the Committee must make a

' The Committee submitted deposit slips and check copies to document $15,179 in refunds made

between October 2000 and February 2002. Attachment 6 at 2. The Commission also reviewed the
Committee’s disclosure reports and identified an additional $12,150 in refunds made by EIR News Service,
Inc. 1n the second quarter of 2003, /d.

v The Commission also identified an additional $6,000 in campaign-related rent expenses for
American Systems Publications, Inc. (ASP) and adjusted ASP’s vendor billings accordingly. Attachment 6
at 2, 4.
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] repayment of $154,046 ($9,226 — $163,272 = -154,040) to the United States Treasury.

o

11 C.F.R. § 9038.2(b)(1).

3 VL. CONCLUSION

4 For the foregoing rcasons, the Commission determines that Lyndon H. LaRouche
5 and LaRouche’s Committee for a New Bretton Woods, Inc. owes $222,034 (367,988 +

6 $154,046 = $222.,034) to the United States Treasury duc to non-qualified campaign

7 expenses and matching fund payments reccived in excess of the Committee’s entitlement.

8 Attachments:

9 1. Report of the Audit Division on LaRouche’s Committee for a New Bretton
10 Woods, approved May 1, 2003.
11
12 2. Response of LaRouche’s Committee for a New Bretton Woods to the
13 Repayment Determination, dated July 8, 2003.
14
15 3. Letter from Bob Trout, dated September 3, 2003.
16
17 4. Revised and Corrected Transcript of the Administrative Review Oral Hearing
18 on LaRouche’s Committec for a New Bretton Woods before the Federal
19 Election Commission on September 17, 2003.
20
21 5. Post-Hearing Supplemental Submission of LaRouche’s Committee for a New
22 Bretton Woods, dated September 20, 2003.
23
24 6. Audit Division Analysis of LaRouche’s Committee for a New Bretton Woods
25 Response to the Repayment Determination, dated September 4, 2003.
26
27 7. Contract for Campaign Organizing Scrvices and Facilities, dated April 30,

28 1999.
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FEDERAL ELECTION COMMISSION

WASHINGTON. D C 20463

REPORT OF THE AUDIT DIVISION
ON :
LAROUCHE’S COMMITTEE FOR A NEW BRETTON WwWOODS .
' EXECUTIVE SUMMARY

LaRouche’s Committee for 2 New Bretion Woods (LCNBW) registered with the
Federal Election Commission (the Commission) on September 10, 1997, as the principal
campaign committee for Lyndon H. LaRouche, Jr., candidate for the Democratic Party’s
nomination for the office of President of the United States.

The audit was mandated by Section 9038(a) of Title 26 of the United States Code,
requiring the Commission to audit committees authorized by candidates who receive
Federal Funds. The Candidate received 51,448,389 in matching funds from the U.S.
Treasury. .

The findings of the audit were presented 10 LCNBW at an exit conference held on
August 29, 2001 and in the Preliminary Audit Report. LCNBW s responses to those
findings are contained in the audit report.

The following is an overview of the findings contained in the audit report.

APPARENT NON-QUALIFIED CAMPAIGN EXPENSES — 11 CFR §§9032.9(a)(1),
9033.1(b), 9038.2(c)(1), 9038.2(b)(2), 9038.2(b)(3)- 2 US.C. §§441a(a)(1 )(A), 441b(a),
116.3(a), 116.3(b), and 116.3(c). The audit identified non-qualified campaign expenses
totaling $1,626,290. In response to the Preliminary Audit Report, LCNBW provided
documentation that reduced that amount 10 $253,753. The Commission determined that
LCNBW must make a pro raia repayment of 570,139 to the United States Treasury.

MATCHING FUNDS RECEIVED IR EXCESS OF ENTITLEMENT — 11 CFR
§§9034.1(b) and 9038.2(b)(1). The Audit staff calculated that LCNBW received
matching funds In excess of entitlement totaling $163,272. The excess resulted primarily
from the disallowing of the markup charged by the seven regional vendors. The
Commission determined that this amount is repayable 10 the U.S. Treasury.

STALE-DATED CHECKS — 11 CFR §9038.6. The Audit staff identified checks
jssued by LCNBW in the amount of $3.281 that had not been negotiated. LCNBW must
pay this amount to the United States Treasury.
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FEDERAL ELECTION COMMISSION

WASHINGTON. D C 20463

REPORT
OF THE AUDIT DI VISION
ON
LAROUCHE’S COMMITTEE
FOR A NEW BRE TTON WOODS

L BACKGROUND

A. AUDIT AU'}”HORITY

This report is based on an audit of LaRouche’s Committee for a New
Bretion Woods (LCNBW). The audit is mandated by Section 9038(a) of Title 26 of the
United States Code. Section 9038(a) states that « A fier each matching payment period,
the Commission shall conduct 2 thorough examination and audit of the qualified
campaign expenses of every candidate and his authorized committees who received
payments under section 9037." Also. Section 9039(b) of the United States Code and
Section 9038.1(2)(2) of the Commission’s Regulations state that the Commission may

conduct other examinations and audits from time 1o ime, as it deems necessary.

In addition to examining the receipt and use of Federal funds, the audit
seeks to determine if the campaign has materially complied with the limitations,
prohibitions, and disclosure requirements of the Federal Election Campaign Act of 1971
(FECA), as amended.

B. AUDIT COVERAGE

The audit of LCNBW covered the period from its inception, September
10. 1997 through September 30, 2000. LCNBW reported an opening cash balance of 3-
0-: total receipts of $4,833,426; 101al disburscments of S4.818.815; and. a closing cash
balance of $14,611. 1n addition, limited review of LCNBW s disclosure reports filed
through December 31, 2002 was conducted for purposes of determining its matching
fund entitlement based on its financial position.
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C. CAMPAIGN ORGANIZATION
LCNBW registered with the Federal Election Commission (the
Commission) on September 10, 1997, as the principal campaign commitiee for Lyndon
H. LaRouche, Jr., candidate for the Democratic Party’s nomination for the office of
President of the United States. LCNBW maintained its headquarters in Leesburg,
Virginia. The Treasurer since LCNBW's inception is Ms. Kathy A. Magraw.

During the audit period. LCNBW maintained one checking account in
Leesburg, Virginia. From this account the campaign made approximately 1,800
disbursements. LCNBW received about 36,700 contributions from 12,200 individuals,
which totaled $3,541,382. In addition, LCNBW accepted S1,245 from five political
committees. :

In addition to the above. the Candidate was determined eligible to receive
matching funds on September 30, 1999. LCNBW made 13 matching fund requests
totaling $1,465,530 and received $1,448,389 from the United States Treasury. This
amount represents 9% of the $16,890,000 maximum cntitlement that any candidate could
receive. For matching fund purposes, the Commission determined that the candidacy of
Lyndon H. LaRouche, Jr. ended August 16, 2000. On Apnl 2, 2001, LCNBW received
its final matching fund payment to defray qualified campaign expenses and to help defray
the cost of winding down the campaign.

D. AUDIT SCOPE AND PROCEDURES

In addition 10 a review of expenditures made by LCNBW to determine if
they were qualified or non-qualified campaign expenses, the audit covered the following
general categories:

1. the receipt of contributions or loans in excess of the statutory
limnations;

2. the receipt of contributions from prohibited sources, such as those
from corporations or labor organizations;

3. proper disclosure of contributions from individuals, political
commitiees and other cntities. to include the itemization of
contributions when required. as well as the completeness and accuracy
of the information disclosed;

4. proper disclosure of disbursements including the itemization of
disbursements when required. as well as, the completeness and

accuracy of the information disclosed;

5. proper disclosure of campaign debts and obligations;
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6. the accuracy of total reponed reccipts, disbursements and cash
balances as compared 10 campaign bank records;

7. adequate recordkeeping for campaign transactions;

8. accuracy of the Statement of Net Outstanding Campaign Obligations
filed by LCNBW, 10 disclose its financial condition and to establish
continuing matching fund entitiement (see Findings 11.B. and 11.C);

9. comphance with spending limitations; and,

10. other audit procedures that were deemed necessary in the situation (see
Finding IL.A and Finding 11.D.).

As part of the Commission’s standard audit process, ari inventory of
campaign records was conducted prior to the audit fieldwork. This inventory was 10
determine if LCNBW'’s records were matenially complete and in an auditable state. The
records were found to be matenially complete and the audit fieldwork commenced.

Unless specifically discussed below, no material non-compliance was
detected. It should be noted that the Commission may pursue further any of the matters
discussed in the audit report in an enforcement action.

I1. FINDINGS AND RECOMMENDATIONS - AMOUNTS DUE TO THE US.
TREASURY

A. APPARENT NON-QUALIFIED CAMPAIGN EXPENSES

Section 9032.9(a)(1) of Title 11 of the Code of Federal Regulations states
that qualified campaign expense means a purchase, payment, distribution, loan, advance,
deposit, or gifi of money or anything of value incurred by or on behalf of a candidate or
his or her authorized committees from the date the individual becomes a candidate
through the last day of the candidate’s eligibility as determined under 11 CFR 9033.5.

Section 9033.1(b)(1) of Tile 11 of the Code of Federal Regulations states,
in pan, that the candidate has the burden of proving that disbursements by the candidate

or any authorized commitiee(s) Or agents \hereof are qualified campaign expenses as
defined in 11 CFR 9032.9.

Section 9038.2(c)(1) of Title 11 of the Code of Federal Regulations states
in relevant part, that the Commission will provide the candidate with a writien notice of
its repayment determination. This notice will be included in the Commission’s audit
report prepared pursuant 10 11 CFR 9038.1(d). The candidate shall repay to the United
States Treasury in accordance with paragraph (d) of this section, the amount which the
Commission has determined to be repayable.
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. Section 9038.2(b)(2) of Title 11 of the Code of Federal Regulations states
in relevant pant, that the Commission may determine that amount(s) of any payments
made to a candidate from the matching payment account were used for purposes other

than those set forth in paragraphs (b)(2)(i) (A)~(C) of this section: (A) defrayal of
~ qualified campaign expenses, (B) repayment of loans which were used to defray qualified
campaign expenses, and (C) restoration of funds which were used to defray qualified
campaign expenses.

Section 9038.2(b)(3) of Title 11 of the C ode of Federal Regulations
explains that the Commission may determine that amounts expended by the candidate,’
the candidate’s authorized commitiees, or agent were not documented in accordance with
11 CFR 9033.11. Such amounts are subject to repayment.

Section 441a(a)(1)(A) of Title 2 of the United States Code states that no
person shall make contributions to any candidate and his authorized political committees
with respect to any election for Federal office that, in the aggregate, exceed $1,000.

Section 441b(a) of Title 2 of the United States Code states, in part, that it

is unlawful for any corporation to make a contribution in connection with any election for
Federal office. ‘

Section 116.3(a) of Title 11 of the Code of Federal Regulations states that
a commercial vendor that is not a corporation may extend credit to a candidate, a political
committee or another person on behalf of a candidate or political committee. An
extension of credit will not be considered a contribution to the candidate or political
committee provided that the credit is extended in the ordinary course of the commercial
vendor’s business and the terms are substantially similar to extensions of credit to
nonpolitical debtors that are of similar risk and size of obligation.

Section 116.3(b) of Title 11 of the Code of Federal Regulations states that
a corporation in its capacity as a commercial vendor may extend credit to a candidate, a
political committee or another person on behalf of a candidate or political committee
provided that the credit is extended in the ordinary course of the corporation’s business
and the terms are substantially similar 1o extensions of credit 1o nonpolitical debtors that
are of similar risk and size of obligation.

Section 116.3(c) of Title 11 of the Code of Federal Regulations states that
in determining whether credit was extended in the ordinary course of business, the
Commission will consider: (1) whether the commercial vendor followed its established
procedures and its past practice in approving the extension of credit; (2) whether the
commercial vendor received prompt payment in full if it previously extended credit to the
same candidate or political commitiee; and (3) whether the extension of credit conformed
to the usual and normal practice in the commercial vendor’s trade or industry.
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Background and Hisloricél Activity of Vendors

LCNBW entered into contractual agreements in 1999 with seven regional
vendors, which operated offices in various states for LCNBW. According to LCNBW'’s
response to the Preliminary Audit Report (PAR) five of the vendors (American System
Publications, Inc. (ASP), Southeast Literature Sales, Inc. (SELS), Mid-West Circulation
Corp. MCQC), Eastern States Distnbutors, Inc. (ESDI), and Southwest Literature
Distributors, Inc. (SWLD)) were incorporated in 1987 as not for profit corporations.
“EIR News Services, Inc. (EIRNS), and Hamilion System Distributors, Inc. (HSDI) were
incorporated as for profit entiuies although they do not operate to generale a commercial
profit.” The response t0 the'PAR further explains that EIRNS is a publishing corporation
and was incorporated in 1985 and HSDI was incorporated in 1987. The response to the
PAR goes on to state that the regional vendors have as their primary purpose the
dissemination of political, philosophical. and scientific literature and ideas originated by
Lyndon LaRouche and his political associates. ' :

The seven regional vendors have worked for the LaRouche presidential
committees in 1988, 1992, 1996', 2000, and are working on the 2004 campaign. The
PAR response suggests that the reason that the activity levels apparent in the 2000
campaign are much greater than in previous campaigns is a change in campaign strategy.
According to the PAR response, the three prior presidential campaigns had as a
substantial focus national television and other major media addresses by the candidate
with direct literature distribution activities serving to amplify the media addresses. The
2000 Presidential campaign adopted a strategy emphasizing grassroots political
organizing which substantially increased the literature distribution services and facilities
use provided to the campaign by the regional vendors.

The response also explained that over the 15 years or more of their
existence the regional vendors’ incomes have been derived from subscription and single-
issue sales of books, videotapes, periodicals and other publications, and from
contributions and donations by the general public. The literature distributors purchase
wholesale literature from four publishing entities” and sell it retail to the general public.
A management company for the publishers. Publication and General Management, Inc.
(PGM), provides uniform computer reporiing services by which subscription and other
sales and contribution items are entered and reported at the point of sale or contribution
and at PGM in Leesburg, Virginia.

The contracts were for services performed commencing July 1997 through
“close of business of the day on which the Democratic Party nominates its candidate for
President at its Year 2000 nominating convention, except for such activities as may be

! The amounts paid to the seven regional vendors 1n the 1996 election were substanually less than in

the 2000 election.

The publishing entities are EIRNS (publisher of 2 weekly print and web-based national and
international news magazine, EIR). KMW Pubhishing Company (publisher of the weekly
newspaper, the New Federalist). the Schiller Insutute (publisher of Fidelio magazinc), and 21"
Century Associates (publisher of 2/ ¥ Century Science and Technology magazinc).

2
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necessary for winding down the campaign.” The vendor services prior to April 1999
were included in each contract as a lump sum amount. Fees for services were calculated
monthly starting in April 1999. LCNBW invoices were grouped in two broad categones:
facilities contract expenses and other expenses. The facilities contract expenses were
those expenses covered under the contract such as public relations, literature distribution,
access to company existing networks, lists of customers and contacts, and office space
and facilities. The other expenses were reimbursable items such as costs of room rentals
and incidentals for public campaign meetings and press conferences, automobile rentals,
mailings, and rentals of office space or accommodations retained for the exclusive use of
LCNBW campaign activities. : '

Cost Allocation

The regional vendors allocated a portion of their costs to LCNBW based
on an activity ratio, defined by LCNBW as “the number of contributions raised for the
Commitiee through use of the facilities [divided] by the total of all sales and contribution
transactions for the distribution company.™ Records used to derive the activity ratio and
the calculations of the ratios were handled by PGM.

Markup 3

The LCNBW allocable amount was then marked up. The markup
percentages were 80% for July 1997 through September 1999, 50% for October through
December 1999, and no markup for January through December 2000. -According to
LCNBW representatives, the markup was based on an agreement between the vendor and
LCNBW to provide sharply increased activities on behalf of LCNBW to ensure adequate
payment during the startup of the active phase of the campaign. It was further agreed that
the markup would be reduced and then eliminated once LCNBW was well established.

In the response to the PAR, LCNBW discussed and enumerated the purpose for the
markup: '

The purpose of the 80% (September 1997 ~ September 1999) and 50%
(October — December 1999) markups to the allocable charge was three-
fold. First, it was assumed that not all costs which should be part of the
base-line projections forward or back from April, 1999 would be captured
in the initial reticulation of baseline charges and that some highly vanable
costs, such as automobiles (gasoline and rcpairs), and field, travel and
meeting costs would be underestimated. Second, the markups assured that
certain one-time start up costs, such as the use of company lists and
contributor data for fund-raising and intangible costs were adequately
compensated. Finally, the markups served as a method of advance
payment on services to be rendered. a bad debt reserve in the
circumstances of this political campaign, and a potential means 1o generate
a small profit.

In its response to the PAR, LCNBW also discussed the markup in relation
to the extension of credit by the vendors. Referencing section 116.3(a) of Title 11 of the
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Code of Federal Regulations and various Commission Advisory Opinions3 . LCNBW
noted that if an entity was not in the business of providing the services it is providing to a
campaign and cannot demonstrale a program of offering similar services on similar terms
10 otheérs, then it must seek sufficient payment in advance of the services rendered to
insure against any possible shortfall. LCNBW recognized that these vendors did not
provide services to others but noted that the 80% and 50% markups utilized 1o amve at
the fees charged met the requirements st forth in the Advisory Opinions for advance
payments.

Monthlv Fee

In addition, amonthly fce was charged. From July 1997 through
December 1998 the fee was $150 per month. For calendar year 1999 a $750 per month
fee was charged. The information provided does not explain how the monthly fee relates
10 the enumerated reasons for the markup such as "a potential means 1o generate a small
profit”, underestimated startup cosls. or intangibles. '

Total Invoices

LCNBW was invoiced a total of $2,456.680 by the regional vendors;
$2,049,972 were facilities contract exXpenses; and 5406,7084 were other cxpcnses."’
LCNBW paid the seven regional vendors approximately $2.051,364 in total as of August
16, 2000; $1,657,057 in facilities contract expenses; and $394,307 in other expenses.

Prior to the exit conference, the Audit stafT concluded that the broadly
worded contracts and nonspecific invoices did not satisfy the candidate’s “burden of
proving that disbursements by the candidate or any authorized committee(s) or agents
thereof are qualified campaign expenses, especially given the less than arm’s length
nature of the relationship between LCNBW and the vendors®. At the exit conference, the
Audit staff informed and presented LCNBW with a schedule listing the total amount for
each of the seven regional vendors. that would be considered non-qualified campaign
expense due to lack of documentation, unless upon review of vendor documentation. the
Audit staff could be confident that these facilities contract expenses were in fact qualified
campaign expenses. The Audit staff also discussed the Section 116.3, extension of credit,
issue with LCNBW. LCNBW representatives made no comment on this issue at that
time. The Audit staff requested and LC NBW provided additional records for two

LCNBW referred to Advisory Opinions. 1991-32. 1994-37 and 1997-15, in its response o the
PAR.

‘4 Of the $406,708 in other expenses. $302.105 was billed by EIR News Services, Inc.. most of this
was for advertising and editonal senvices.

LCNBW did not prepare 2 spreadsheet with the breakdown of facilities contract and other expense
for American System Publicauons. Inc. The Audit staff used the actual faciliues contract invoices
10 determine which invoices werc other expenses. :

The response to the PAR noted that some of the bilhing adjustments that LCNBW agreed with
were the result of errors made by the LCNBW Assistant Treasurer when calculating the amounts
due 10 three of the vendors at March 31.1999. It therefore appeared that the Assistant Treasurer
also bad responsibilities associated with the at least some of the vendors.
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regional vendors, SELS and ESDI1. The Audit staff determined that the vendors had over
billed LCNBW and information and documentation provided was not sufficient to
establish the payments to these vendors as qualified campaign expenses.

PAR Recommendation

In the PAR, the Audit staff recommended that, within 60 calendar days of
service of the report: :

e LCNBW provide documentation supponing amounts billed by the seven
regional vendors. The documentation was 10 be similar to what was
requested for ESDI and SELS.

e For the mark up percentages, provide additional explanation and
documentation 1o demonstrate the derivation and changes to the
percentage used.

e For the activity ratios used by the regional vendors, documentation should
be provided 1o substantiate the figures used in the calculation of the ratios.
The documentation should include samples of the literature distributed,
and documentation for the numbers listed. PGM should be contacted to
provide the worksheets for each billing period, itemizing the number of
campaign transactions versus other transactions used by the regional
vendors 1o calculate the activity ratio. Further an explanation and
justification should be provided for weighting of factors in the calculation
and for any activity that was excluded from the calculation.

Absent such documentation, the Audit staff stated that it would
recommend that the Commission make a determination that $438,285 [$1,626,290 x
.2695"] was repayable to the United States Treasury pursuant to 11 CFR 9038.2(b)(2).

Further, the Audit staff recommended that LCNBW provide additional
documentation, to include statements from the vendors. which demonstrated that the
credit extended was in the normal course of the vendor’s business and did not represent a
prohibited contribution by the vendor. The information provided was to include
examples of other nonpolitical customers and clients of similar size and risk for which
similar services have been provided and similar billing arrangements have been used.
Also, provide information concerning billing policies for similar nonpolitical clients and
work, advance payment policies, debt collection policies, and billing cycles.

Response to the PAR-Production of Reoional Vendor Records

LCNBW responded to the PAR on October 4, 2002 by supplying selected
records for all seven regional vendors. The records were made available for review in

! This figure (.2695) represenied LCNBW s repayment ratio as calculated at the time of the PAR.

\
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Leesburg, Virginia prior to the response deadline. The materials presented included more
docpmcmation then had been provided by SELS and ESDI before the PAR, however less
than requested in the PAR. LCNBW provided bank stalements for all seven vendors.
According to LCNBW these were the only bank accounts of the seven regional vendors.
They also provided cancelled checks and additional documentation such as receipts,
invoices, and memoranda to support the expenditures allocated to LCNBW. They did not
submit any documentation except the bank statements for the disbursements that were not
allocated to LCNBW. LCNBW did acknowledge 2 shortfall in documentation for
baseline expenses for SELS and ESDI. According 10 the response LCNBW received
$80,472 in refunds from SELS. '

The Audit staff calculated billable amounts using the records provided for
each of the vendors . Based on these calculations, the Audit staff used the amounts
documented by LCNBW for five vendors: for the remaining two vendors Audit staff
figures were used.® The vendors did not provide documentation for expenses outside
those expenses used in their billing process. Therefore. no comment can be made
concerning vendor expenses outside the transactions involving LCNBW. Further, some
vendors had made disbursements in cash, primanily for field worker expenses, that cannot
be verified. In some cases those €Xpenses were apparently paid from daily cash receipts
and therefore, did not pass through the regional vendor's account.

Mark-Up Percentages

As LCNBW stated, part of the mark-up served as a method of advance
payments, “‘a bad debt reserve”. LCNBW did not specify what part of the 80% and 50%
mark up was for this purpose. As discussed above, LCNBW listed a number of purposes
served by the markup. However, there is no support for the assumption that “‘not all costs
which should have been pant of the base-line projections forward or back from April,
1999 would be captured in the initial reticulation of baseline charges and that some
highly vaniable costs, such as automobiles (gasoline and repairs), field, travel, and
meeting costs would be underestimated”™.  As for the compensation for one-time startup
costs and intangibles, no accounting of those costs was provided. The vendors had been
providing services since 1997 at a very low level and were billed and paid for those
services as a lump sum expensec. Thereafier. specific expenses Were included in the
calculation of the monthly billings. As fora profit, the response points out that five of
the vendors were non-profit corporations and the other two do not operate to generatc a
commercial profit. Thus little or none of the markup appears to relate 10 2 profit.
Further, in 1999 each vendor was paid a $750 per month fee and it is not clear how those
payments may relate 10 the listed justifications for the mark up. Given the above and the
lack of any allocation of the mark up among the various enumerated purposes that it
served, in the Audit stafT’s opinion, the mark up should be considered primarily advance
payment that should have been applied to the billings later in the campaign. Based on
these advance payments, the Audit staff is in agreement that LCNBW would not have
Jarge outstanding debis 1o these vendors over long periods of ime and therefore LCNBW

¢ Audit swafT figures were used for ASP and SELS due 10 irreconcilable differences between the

Audit calculated figures and the figuses documented by LCNBW. l
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did not receive extensions of credit outside the normal course of business. However as
advance billings or advance payments, it is necessary to adjust those amounts out of the
total amount billed to avoid overpayments. When these adjustments are made LCNBW .
would have an accounts receivable from five of the vendors as of the date of ineligibility.
The total amount of the mark-up resulting from the application of the 80% and 50% to

* the documented expenses of the regional vendors amounts to $413,883.

Activity Ratio

LCNBW also submitted an Activity Ratio Detail Report showing each
transaction on a daily basis to support how the activity ratio was calculated. Although :
LCNBW did submit the minimum amount requested in the PAR, it did not submit any
documentation to support the accuracy of the daily entries on the Activity Ratio Detail
Reports. The Assistant Treasurer for LCNBW stated there was no way to tie this activity
into the bank statements of the vendors, since the activity reports did not have a
relationship to the actual receipts deposited in the vendors account. According to
LCNBW’s response to the PAR *“The PGM computer reporting system was then utilized
10 determine, for any given month, the number of financial transactions for a distributor
which were campaign transactions and contributions and the number of financial
transactions which constituted non-campaign sales, subscriptions, and contribution
activities”. The activity ratios for the seven vendors varied from 64% during the
campaign to .7% for periods afier the date of ineligibility. '

Afier reviewing the material submitted by LCNBW the Audit Staff arrived
at the following conclusions. LCNBW did submit 2 substantial amount of additional
information to support the activity ratio. Each type of transaction is counted for each
day; however, no source documentation is available to supporn the individual and daily
entries. The Audit Staff acknowledges that it was necessary for LCNBW and the vendors
1o devise some method for allocating expenses that related, in part, to the campaign.
Though source documentation for the daily entries would be desirable, the method the
vendors' used does appear 1o be reasonable and is supported by a large volume of detailed
information. Finally, the ratios appear to be mathematically correct.

The review of documentation resulted in differences between LCNBW's
and the Audit staff’s amounts of $507.890. Of this amount $413,883 results from the
disallowance of the 80% and 50% mark-ups on vendor billings, as discussed above. The
remaining difference of $94,007 siems primarily from a lack of documentation from the
regional vendors or the disallowance of some of the expenditures. Listed below are the
regional vendor amounts as calculated by both LCNBW and the Audit staff, and the
resulting differences.
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Company Committee Audit
Numbers Numbers Difference

ASP 291,430 211,159 80,271
ESDI 229,062 179,369 49,693
EIRNS 344,342 239,245 105,097
HSDI 282,613 207,219 75.394
MCC 291,854 232,786 59,068
SELS 299,484 200.262 99,222
SWLD 186,960 147,815 39,145
Total $1.925,745 $1.417.855 - $507,890

The differcncés for EIR, aside
disallowance of the mark-ups, consistof the r
on a farm in Round Hill,

is not clear.

The differences for AS
result from a lack of doc
Of this difference, $1 8,538 rel
prior 10 April 1, 1999 that the
prior to this date in lJump-sum

umentation to

Audit staff did not accept,
amounts. The Audit staff

surmn amounts in its calculations.

In addition,
numbers for SELS that signi

with its response to the PAR,LC
ficantly lowered the bill

ejection of expense
VA. The connection

P, aside from differences an
justify LCNBW'’s su
ates to billings from documentation supplied for penods
LCNBW submitted amounts

had already included those lump-

bmitte

m the differences resulting from the
s for rent (831,070) paid
between the campaign and those expenses

sing from mark-ups,
d numbers (528,110).

NBW submitted adjusted
able amounts, however,

the reviewed

documentation was still insufficient to support the figures. LCNBW has admitted that
there is still a shortage of documentation for this company ($34,828)9.

Summary - Non-qualified Amount and Repavment Calculation

LCNBW paid the regional vendors a total of $1,656,048 in facilities
contract costs through August 16, 2000 (Mr. LaRouche’s date of ineligibility). Asof that
date, the Audit staff calculated that LCNBW over-paid five of the regional vendors a total
of $301,669, $214,544 after netting the refunded amount of $80,472 received from SELS,
and a total of $6,653 in other amounts due for the regional vendors. In addition, LCNBW
made payments 10 EIRNS, HSDI, and SELS totaling $39,209 between August 17 and
September 6, 2000, the period when LCNBW s accounts contained public funds. This
amount is added to the over-payments 10 determine the total amount subject 10 a ratio
repaymemw‘

9 LCNBW response acknowledges a remaining shonage of $33,650,2 difference of $1,178 from
Audit staff numbers.

1f all or a portion of the overpayments are recovered from the vendors, the repayment will be
reduced accordingly.
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Recommendation #1

Based on the above, the Audit staff recommends that the Commission
make a determination that $70,139 [(5214,544 + $39,209) x .2764''] is repayable 10 the
United States Treasury pursuant to 11 CFR 9038.2(b)(2).

B. DETERMINATION OF NET OUTSTANDING CAMPAIGN OBLIGATIONS

Section 9034.5(a) of Title 11 of the Code of Federal Regulations requires
that within 15 calendar days afier the candidate’s date of ineligibility, the candidate shall
submit 2 statement of net outstanding campaign obligations which reflects the total of all
net outstanding obligations for qualified campaign expenses plus estimated necessary
winding down costs.

In addition, Section 9034.1(b) of Title 11 of the Code'of Federal
Regulations states, in part, that if on the date of ineligibility a candidate has net
outstanding campaign obligations as defined under 11 CFR 9034.5, that candidate may
continue 1o receive matching payments provided that on the date of payment there are
remaining net outstanding campaign obligations.

The Candidate’s date of ineligibility was August 16, 2000. The Audit
staff reviewed LCNBW's financial activity through September 30, 2000, analyzed and
estimated winding down costs (through December 31, 2003), and prepared the Statement
of Net Outstanding Campaign Obligations (NOCO statement) that appears below. The
deficit on the NOCO statement presented below is substantially less than the deficit on
the NOCO statement provided by LCNBW. The majonity of the difference is due to the
reduction in accounts payable to the seven regional vendors discussed in section A above.

" This figure (.2764) rcpresents LONBW's repayment ratio as calculated pursuant to 11 CFR

9038.2(b)(2)ni). l
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'S COMMITTEE FOR A NEW BRETTON WOODS

LAROUCHE
ET OUTSTANDING CAMPAIGN OBLIGATIONS

STATEMENT OF N
As of August 16, 2000

As Determined at December 31, 2002

Assets
Cash in Bank $24,038a
Accounts Receivable
Vendor Deposits $23,866
Vendor Refunds-Regional Vendors $214,544
Capital Asscts ‘ $5.823
Total Assets | $268.271
QObligations
Accounts Payable for Qualified Campaign Expenses $322,883
Actual Winding Down Expenses $25,875b
Estimated through 12/31/03 $10,100
Due to the U.S. Treasury - Suale-dated Checks $£3,281
Total Obligations $362.139
($93.868)

Net Outstanding Campaign Obligations

FOOTNOTES TO THE NOCO

a. This figure includes the amout of stale-dated checks. ($3.281).

b. The inclusion of estimated fundraising costs (539.082) is not included in the Audit stafT's NOCO

cient moneys had been raised to climinate the deficit.

since suffi l
ATTACHMENT aatmanigiod
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~ C. MATCHING FUNDS RECEIVED IN EXCESS OF ENTITLEMENT
Section 9034.1(b) of Title 11 of the Code of Federal Regulations states
that if on the date of ineligibility a candidate has net outstanding campaign obligations as
defined under 11 CFR 9034.5, that candidate may continue to receive matching payments
for matchable contributions received and deposited on or before December 31 of the
Presidential election year provided that on the date of payment there are remaining net
outstanding campaign obligations, i.c., the sum of the contributions received on or after
the date of ineligibility plus matching funds received on or afier the date of ineligibility 1s
less than the candidate’s net outstanding campaign obligations. This entitlement will be
equal to the lesser of: (1) the amount of contributions submitted for matching; or (2) the
remaining net outstanding campaign obligations.

Section 9038.2(b)(1) of Title 11 of the Code of Federal Regulations
entitled Bases for repayment - payments in excess of candidate’s entitlement states, in
part, that the Commission may determine that certain poriions of the payments made 10 a
candidate from the matching payment account were in excess of the aggregate amount of
payments to which such candidate was entitled. One example of such excessive
payments is payments made to the candidate after the candidate’s date of ineligibility
where it is later determined that the candidate had no net outstanding campaign
obligations as defined in 11 CFR 9034.5.

, The Audit staff’s NOCO staiement as presented above, indicated a deficit
of $93,868 as of August 16, 2000, the Candidate’s date of ineligibility. The calculation
of matching funds received in excess of the Candidate’s entitlement follows:

Net Outstanding Campaign Obligations (deficit) ($93,868)
as of 8/16/00 per the Audit stafT"s calculation

Net Private Contributions Received 8/17/00 to 36412
9/1/00 -

Remaining Entitlement on 9/1/00 ' (57,456)
Matching Funds received on 9/1/00 50,968
Remaining Entitlement on 9/1/00 (6.488)
Net Private Contributions Received 9/2/00 1o | 29,631
10/1/00

Remaining Entitlement on 10/1/00 -0-
Matching Funds received on 10/1/00 10 4/2/01 163,272
Amount in Excess of Entitlement ($163,272)

In the PAR, the Audit staff recommended that LCNBW provide
documentation demonstrating that it was entitled 1o the matching funds it received.
LCNBW did supply additional documentation and additional work was performed as
stated in the previous finding. In addition, in its wntien response to the PAR, LCNBW
stated that afier reviewing the additional documentation, the Audit staff should determine
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that no repayment 18 required other than that arising from the stale dated checks. This
was not the case.

Recommendation #2

The Audit stafl recommends that the Commission detcmlinelthat LCNBW has
received matching funds in excess of entitlement in the amount of $163,272 and that an
equal amount is repayable 1o the U.S. Treasury. :

D. STALE-DATED CHECKS '

: Section 9038.6 of Title 11 of the Code of Federal Regulations states that if
the committee has checks outstanding to creditors or contnbutors that have not been
cashed, the committee shall notify the C ommission. The committee shall inform the
Commission of its efforts to locate the payees, if such efforts have been necessary, and its
efTorts to encourage the payees 10 cash the outstanding checks. The commitiee shall also
submit a check for the total amount of such outstanding checks, payable 10 the United
Gtates Treasury. ‘ ’

The Audit stafl idemified 47 stale-dated checks totaling $4,3 70. The
checks were dated between April 22,1999 and August 10, 2000 and had not cleared the
bank as of September 30,2001. : '

This matter was discussed at the exit conference and LCNBW was
provided with a detailed schedule of stale-dated checks. LCNBW representatives had no
response.

The Audit staff recommended in the PAR, that LCNBW provide evidence
that the checks were not outstanding (i.e., copies of the front and back of the negotiated
checks), or that the outstanding checks were voided and that no LCNBW obligation
existed. Absent such evidence, the Audit stafl recommended that LCNBW repay $4,370
in stale-dated checks 10 the United States Treasury.

Subsequent to the receipt of the PAR. LCNBW submitted additional
information with respect to some of the outstanding checks. The Audit staff updated the
Jist of outstanding checks and determincd that the revised amount was $3,281.

Recommendation #3

Recomme s = —=

The Audit staff recommends that the C ommission determine that 2 payment of
$3.281 is due the United States Treasury
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Finding ILA.

 Finding I1.C.

Finding ILD.

SUMMARY OF AMOUNTS DUE TO THE U.S. TREASURY

Apparent Non-Qualified Campaign Expenses . $ 70,139

Matching Funds Received in Excess of $ 163,272
Entitlement

Stale-Dated Checks $ 3281

Total | $ 236,692
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FEDERAL ELECTION COMMISSION
WASHINCTON D( Nedu! m PR 11 P 3

April 17, 2003

MEMORANDUM
TO: Robert J. Costa
Deputy Staff Direcior

THROUGH: James A. Pehrkon .
Staff Director v

FROM: | Lawrence H. Nonon;‘r\gbﬁ‘a )

General Counsel

‘ .
Gregory R. Bakcé“ -
Acting Associate General Counsel

Lorenzo Holloway @\
Assistant General Counse

Michelle E. Abcllera r,wl!‘
Attorney

SUBJECT: Report of the Audnt Division on LaRouche’s Commitiee for a New Bretion
Woods (LRA #565)

L INTRODUCTION

The Office of General Counscl revien cd the proposed Repon of the Audit
Division (“Proposed Report™) on LsRouche's Comnutice for a New Bretton Woods (“the
Commintee™) submitted 1o this Officc on Fehruan 11,2003, This memorandum
summarizes our Comments on the Proposcd Repon © Our comments address 1wo
procedural issues and a repayment finding We concur with any findings not specifically
discussed in this memorandum. If vou have any quesuions. plcase contact Michelle E.
Abellera. the attorney assigned 10 this audit.

! The Office of General Counsel recommends that the Convrussion consider this document 1n open
session. See 11 C.F.R. § 9038.1teK1)
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Memorandum to Robert J. Costa

Proposcd Final Audit Report
LaRouche Commitiee for a New Brenon Woods (LRA #565)
Page 2

I1. ... FACTUAL BACKGROUND

The Committee, which sought 1o reach voters through grassroots organizing,
operated a massive outreach campaign of policy broadsides and leaflets, pamphlets.
books, and discussions. The Committee entered into contracts with seven regional
vendors to distribute the literature.” The Committee estimates that the vendors
dismibuted at least 8,502,500 leaflets (18 separate titles and topics), 4.674.00 pamphlets
(17 scparate titles), 76,976 videos (14 scparate programs), 185.000 books and §0.000
releases and posters. The vendors also solicited and collecied contributions for the
Committee.

According to the Committee. the vendors have as their pnmary purpose the
dissemination of political, philosophical and scientific literature and ideas onginated by
Lyndon LaRouche and his political associates. At the same time that the vendors were
distributing literature on behalf of the campaign and generating/collecting campaign
contributions, the vendors were also conducting non-campaign-related business acuvities
for the Candidate.’ These business activities also involved literature distribution and
sales. Furthermore, some of the same lierature distnibuted in the vendors® normal course
of Lyndon LaRouche business was also distributed for the campaign. The Commitiee
indicates that the income of the vendors. for the 15 vears or more of their exisience. has
been derived from subscription and single issue sales of books, videotapes, penodical and
other publications, and contributions and donations by the general public.

Given that the vendors were involved in two activities at the same time, the
Committee had to allocate the vendors' expenses to determine the amount the vendors
should charge 1o the Comminee for campaign-related acuivity. To properly allocate
campaign-related expenses 1o the Commitice. the vendors applied an acuvity ratio. The
activity ratio represented the number of disbursement and contribution transactions for a
vendor which were campaign transactions-compared 1o the number of financial
transactions which constituted non-campaign sales. subscnption and coniribution
activiues (“other transactions™).

The vendors also charged the Commitiee 3 markup percentage. The Commitiee
claims the markup percentage represented payment for underestimated and highly
variable vendor costs, startup and intangible costs and advance payment/bad debt reserve.
The vendors applied the markup percentage 1o their baseline monthly operational
expenses for the months of Apnl through Sepiember 1999 (80% markup) and October
through December 1999 (50% markup)

1.

In additson 10 Interature dismibution. ihe vendors performed other semvices  Sew 1alra note 9
? Thus Office notes that five of the vendors are incorporated as noi-for-profit corporations. the rwo
remainung vendors. although incorporated as for-profit entnies. “do not operaie 10 pencrate 3 commercial
profit.” Proposed Repon at 5.
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Memorandum to Robert ]J.Cosna

Final Audit Repont
LaRouche Comminee for a New Brenon Woods (LRA #565)
Page 3

' The Preliminary Audit Repont (“PAR") concluded that the Committiee incurred
$1,651,951 in non-qualified campaign cXpenses for services performed by the scven
regional vendors. The PAR requested that the Commitice provide documentation
supporting the amounts billed by the vendors. The Comminiee was asked to validate the
pumber of reporicd campaign wansactions included in the activity ratio and 10 provide an
explanation for the variable markup pcr:cmagcs.‘ In addition, the Audit Division
concluded that two vendors overbilled the Commitiee and that all seven vendors
improperly extended credit to the campaign by allowing large debts 10 accumulate under
the contract. The Audit staff requested that the Commitiee provide additional vendor
documentation demonstrating that the vendors did not overbill and that credit was
extended in the normal course of business. As a pan of its response 10 the PAR. the
Commitiee provided only selecied records for all seven vendors. consisting of bank
s1atements, canceled checks and additional documentation such as receipts. invoices and
memoranda 1o support the expendinures allocated 10 the Commitiee.

II1. PROCEDURAL ISSUES

The Committee’s PAR response raises two proccdural issues. First, the
Committee argues that it sufficiently documented the vendor expenses with the materials
supplied at the start of the audit fieldwork. The Committee argues that *‘vendors who are
not agents of the campaign arc not required under 31 C.F.R.§9033.11 10 keep the type of
detailed records which are required of the campaign or its agcnts."s' The Commitiee
argues that the documentation provided dunng the audit—the vendor contracts and the
invoices and cancelled checks showing payment 1o the vendors—met all the specificity
requirements of 11 C.F.R. §9033.11. Seell C.F.R.§9033.11. Hence, it was
unnecessary and unlawful for the Commission 10 request further documentation from
third party vendors. Second, the Commutice argues that because it provided new
information which may be included 1n the proposed Audit Report, the Commitiee has a

¢ The Audit Division requesied “bank siatements. deposit shps. canceled checks. debit and credn

memoranda for all accounts: workpapers showing the computation of the acuwity ranio including but not
limuted to an explanation of how receipts were nacked. computenized records. documeniation or
explanauon for the markup perccniage charyed. source dosuments and other related mateaals tor all
contract and lease agreements: audit repons or {i inancial sialements prepared by an external accoununy firm.,
1ax rerums: invoices and receipts for all expznses. and documentanion demonsiraung the derivavon of safl
billing hours.” PAR Anachment 1.

: As the Communec cxplains. “an apen: must hold cxpress or implied authonny 1o maks expendiures
on behalf of the campaign. Here. the contract specifies that the vendors are being reimburscd for use Ol
thear facibitics and specific organizing sen izes L nder the conmazst. only the Treasurer can suthonze
expenditures by the campaign.”

The volurninous documcniation required the Audi staff 10 mavel 10 the Communee s headquaners
in Leesburg. Virginia to review the matenals  This addimonal ficldwork conuinued for three weeks The
Communce argucs that by conducung this “endless audit.” the Comrrussion has abused s statutory and
regulatory authonty. See 11 C.FR. §9033.1
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M&nonndum 10 Robert J. Costa

Proposed Final Audit Report

LaRouche Comminee for a New Brenon Woods (LRA #565)
Page 4

nght to respond to all issues—including changes from the PAR and any new findings—
prior 1o the Commission’s consideration of the Audit Repont.

The documentation regulation is concerned with both ensunng that a payment
actually was disbursed and that it was used for an appropriate purpose. Fulani for
President v. FEC, 147 F.3d 924, 928 (D.C. Cir. 1998). The documentation requirement
also satisfies the “public’s right 10 know how tax monies are distributed.” Reagan-Bush
Committee v. FEC, 525 F. Supp. 1330, 1340 (D.D.C. 1981). Although the vendor
contracts and invoices, taken as whole, may have met the minimum documentation
requirements of 11 C.F.R. § 9033.11. the Commission may ask the Commitiez for
additional information when there are remaining questions about the Commitiee’s
disbursements.” 11 C.F.R. § 9033.1(b)(3). Funthermore, candidates are required to
obtain and furnish to the Commission upon request all documentation felating to funds
received and disbursements made on the candidate’s behalf by other political committess
and organizations associated with the candidate. 11 C.F.R. § 9033.1(b)(6).

Given the close relationship of the vendors and the Commitiee, as well as other
LaRouche entities, the Commission had the authonty to treat the vendors as
“organizations associated with the candidate™ and ask the Committee for additional
vendor documentation. Thus, a review of vendor documentation was not only lawful but
necessary 1o determine whether the vendors® expenses allocated to the campaign were for

the purpose of secking the nomination. See 11 C.F.R. § 9032.9(a)(2); Fulani, 147 F.3d at
928.

in addition, the Committee does not have a right 10 respond to the proposed Audit
Report prior to the Commission’s consideration. There are no provisions contained in the
regulations that permit a commitiee 1o submit additional comments or responses prior 1o
the Commission’s consideration of the proposed Audit Report. See 11 C.F.R.
§ 9038.1(c)(2). The Comminee 1s concerned that the addimonal vendor information will
give rise 10 new findings that were not covered by 1ts onginal response to the PAR.
However, the regulations specifically state that “the Commission-approved audit report
may address issues other than those contained in the {PAR].™ 11 C.F.R. § 9038.1(d)X1 )"

-

According 10 the Audit stafT. all requests for addional cocumeniation and informaunion reparding
vendor expenses were made through the Communec
' Scc also Financial Conirol and Compliunce AMonunl ler Presidennal Priman: Candidaies
Recening Public Financing (April 2000). Chapier 10. Secnion D 2 h ("Occasionally the audit 1cpon may
contain one or more findings that were not discussed 31 the exit conference or in the Prehimunary Audnt
Repont... These findings arc generally the result of addional informanion thai comes 1o hght after the audnt
field work or information provided by the campaign in 1ts response 1o the Prelimnary Audit Repon ™)
If the Communee disputes any repayment deicrrunauon ansing out of the Audn Repon. it may request an
admunistrative review pursuant to 11 C.F.R § 9038.2(c)H2)
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Memorandum to Robert J. Costa

Proposcd Final Audit Repont

LaRouche Commuuee for a New Brenon Woods (LRA #565)
Page 5

Iv.: NON-QUALIFIED CAMPAIGN EXPENSES

In the PAR, the Audit Division concluded that the Committee incurred
Sl.651.951° in non-qualified campaign exXpenses for services performed by the seven
regional vendors. After reviewing the response 10 the PAR. the Audit Division now
accepts all but 484,033 of the vendor expenses as qualificd campaign expenses. The
Audit staff disallowed all markup charges. totaling $390.026. and disallowed vendor
expenses totaling $94.007'° (5390.026 - ;94.007=s484.033). : :

A. Activity Ratio'

In response to the PAR, the Commitice submitied Detailed Summary Repons
showing individual and daily entries of campaign-related iransactions and sales for all
seven vendors. The Audit Division accepts the majonty of vendor costs calculated under
the activity ratio as qualified campaign €Xpcnses. The Committee submitied a substantial
amount of additional information 1o suppor the activity ratio. The information was
extremely detailed with respect 1o the datc and 1ype of cach purported campaign-rclatcd
wransaction. The Audit staff concluded that the activity ratio was a reasonable method of
allocating expenses and also noted the mathematical accuracy of the reported activity
ratios.

While it is true that the Committec provided very detailed information related to
the activity ratio calculation, the documecntation is not complete: the missing piece 1o the
equation is the information that would demonstraic that the vendors were justified in
classifying any particular expenditure as campaign-relaied. For example, the Detailed
Summary Report shows the vendor Easiern States Distributor, Inc. (*ESDI™) conducted
approximately 930 contribution and subscription transaciions in the period December 17
through December 31, 1999. Of this amount. the Commilice claims that approximately
207 transactions were campaign-related Therefore. the Commitiee used these 207
ransactions to calculate the acuvity rauo for the ESDI expenses charged 10 the
Commutiec. Unforiunately, there 1s no informauion to suppon the vendor's conclusion
that it made 207 campaign-related iransacuons from Deccember 17 through December 31,
1999. This problem is exacerbated by the fact that we know that the vendors were
engaged 1n similar, but non-campaign-related activity. at the same ume.

¢ The Communee was invoiced 3 to1al of $2.480.321 by the regional vendors. The $1.651.951 ficure

tepresents the poruon of non-quahificd campain cApENSCs pawd whiic the Communee’s bank accoum sull
contained federal funds. See 11 C.ER £ 9035 2ibulin

' The $94.007 figure includes expenses for rent paid on 3 farmin Leesburg. Virginia ($31.070) and
disbursements 10 Two vendors. Amenican Systems Publicanions (S28.110) and Southcast Luerarure Sales
($24.827). for which no documentation was pros 1ded 10 demonstmraie the disbursements were 1n connecuon
with secking the norunation. \
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Memorandum to Robert J. Costa

Proposcd Final Audit Report
LaRouche Comminee for a New Brenion Woods (LRA #56S)
Page 6 '

. This Office acknowledges that portions of the amount that the vendors charged 10
the Committee are undoubtedly campaign-rclalcd." However, since the vendors were
engaged in similar and overlapping activities at the same time, the line berween advocacy
made in connection with the nomination and general political advocacy is blurred. - Thus,
we remain concerned that the Commitiee may have paid the vendors for items that were
general political advocacy. L

As an alternative to the Audit Division’s approach. the Commission could
conclude that the expenses at issue should remain nonqualificd campaign expenses. The .
basis for the disallowance of vendor expenses is threcfold. First. the close relationship
between the Commitice and the seven vendors raises questions as 1o whether the vendors®
contracts were arm’s length transactions. Second. the vendors performed similar. and
arguably indistinguishable, services and activitics in both their campaign and non-
campaign-related functions. Last, the Committee has the legal burden of documenting its
expenses as qualified campaign expenses. 11 C.F.R. § 9033.11(a). The Commitice did
not submit information demonstrating that any panticular vendor expenditure used in
calculating the activity ratio was for the purpose of secking the nomination.'” 11 C.F.R.

§ 9032.9(a).

The Office of General Counsel recognizes that there are numerous vendor
transactions. As a result, the Commitiee may find it difficult and burdensome to
document the transactions.'’ Nevertheless, the Commission’s request for documentation
beyond the minimum amount required by the regulations is consistent with past
Commission practice.”® Also, the request for additional information is justified, given the

" For example, this Office notes that some hicrature advocaung the election of the Candidate was

produced solely for the electhion. In such insiances. vendor expenses associated with the distmbution of
these matenals and all resulting conmibunions are clearly campaign-related. Thesefore, no further
documentanion is required for those Tansacuons

= For example. Publication 2nd General Management_ inz ("PGM™). 2 management company for the
literature publishers, provided the Communee with umiform compuier reporung services by which
subscription and other sales and conmibution stems were eniered and reponied at the pomnt of sale or
contribunon. According 1o the Communee. campaien-rclaed recaipts were “identiffred] vis-a-vas
previously reponed pledges (bascd on informanon submitied 1o PGM. clecronically. by communee
fundraising volunteers).” Thus. there exists some underiving documentation 1o suppon the Daily Summary
Repons prepared by PGM. This documenwanon mav provide additonal information regarding the

reporung. entry and calculation of campaipn mansacuons. and therciore constitute sulficient evidence that
the ransactions were made in connecuon v ith sechiny the nomunation

n Should the Comminec subnut 3 request for review of the Commussion’s repavment deierrunation,

the Comrmunee may submut this informanion 3s 3 pan of s wninen maicnials Sec 11 C.F.R
§ 9038.2(cX2)1).

" The request for additional documentanion from the seven vendors 1s consisient with the
Commission’s past meaunent of media vendors  According 10 the Audit stafl. expenditures relating to the
purchase of media arume rypically account for 0% of 3 campagn’s disbursements. The media vendor
invoices do not contain detailed iInformation Therefore. the Audit suafT also requests and reviews addional
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M 10 Robert J. Costa

Proposed Final Audit Report

LaRouche Comminee for a New Brenion Woods (LRA #565)
Page 7

following factors: 1) the close relationship berween the Commitiee and the vendors:

2) the vendors were engaged In campaign and non-campaign-related activity for the
Commitiee at the same time; and 3) the gransaclions were charactenzed (campaign-related
vs. non-campaign-related) at the vendor level. '

B. Markup Charges

In its response to the PAR. the Committee stated that the purpose of the markup
was threefold: 1) to cover costs not included in the vendors® baseline charges and highly
variable costs that were underesumated: 2) to compensate for one-time siart up costs; and
3) 10 serve as advance paymcx:n/bad debt reserve and 10 generale a small profit. However.
the Commitiee did not provide any explanation or documentation demonstrating what

portion of the 50% and 80% markups scrved cach of the three purposes.

In the Proposed Report. the Audit Division rejects the markup percentage and all
resulting charges.”’> According to the Audit stafT, the proficred reasons for the markup
were not suppored by the fgn:ts."’ This Office agrees with the Audit Division’s
disallowance of the markup percentages and corresponding charges, as the Commitiee has
neither demonstrated nor explained how the markup charges correspond to their
purported purposes. However, we recommend that the Audit Division revise the
Proposed Report 1o include a full discussion of its reasons for rejecting the markup,
addressing each purpose offered by the Committee. ‘

media vendor records. These records consist of invoices from T\ stauons and invoices from
subcontractors for production. See Bush-Cheney 2000 Inc audit tmedia vendor subconracied
approximately $1.5 million of campaign work 1o othet media »endors. Commussion requesied and reviewed
subcontracts and underiying documenianon)

* According 10 the Audit stafT. the 10831 amount of markup charges resulung from apphizanon of the
markup percentages 10 the vendors” documenicd CXpenscs 1012l $190.026. Taking into account the markup
charges. the Audit staff recalculated the expenses pillable 10 the Communee and concluded that the
Communee over-paid five of the vendors 3 10wl of $191.69%

* For instance. the Commnee inciuged owncs charces o o the monthly fcc and the lump-sum charge
for senices performed pnior 10 Apnl 1999) 1nat appear 10 have covered any underestimaicd charpes and
stan-up costs. Furthermore. although the funds were desmed advanced payments. they wete noinet applwed
10 the 1012} amounts bilied by the seven vendors nor refunded 10 the Comumunce at the close of the elecuion.
Also. the Audu swafl decmed it unlikely that the markup constiruted 2 source of “small profin” for the

vendors, given their sans and/or opcration as non-profit cnntcs
Page of
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FEDERAL ELECTION COMMISSION

WASHINCTON D Mt

May 6., 2003

Ms. Kathy Magraw, Treasurer
LaRouche’s Committee for a
New Bretton W oods

P.O. Box 89

Leesburg, VA 20178

Dear Ms. Magraw:

\

Attached please find the Final Audit Report on LaRouche's Commitiee for a New
Bretion Woods. The Commission approved the report on May 1, 2003.

In accordance with 11 CFR §§9038.2(c)(1) and (d)(1), the Commission has made a
determination that a repayment 10 the Secretary of the Treasury in the amount of $236.692 is
required within 90 calendar days afier the service of this report (August 4. 2003).

Should you dispute the Commission’s determination that a repayment is required,
Commission regulations at 11 CFR §9038.2(c)2) provide you with an opportunity 10 submit
in writing, within 60 calendar days after senicce of the Commission’s notice (July 5. 2003).
legal and factual materials to demonstrate that no rcpayment. or a lesser repayment. 1S
required. Further, 11 CFR §9038.2(c\(2)(iil permuts a € andidate who has submitied wntlen
matenials to request an opportunity 10 address the € ommission in Open session based on the

legal and factual matenials submitied

The Commission will consider any written legal and factual maternials submutted
within the 60-day period when deciding whether 10 TeVIse the repayment deicrmination.
Such materials may be submitied by counsel if the Candidatc so elects. If the Candidate
decides to file a response 10 the repayment delermination. plcase contact Grey Baker of the
Office of General Counsel at (202) 694-1030 or 1oll free at (800) 424-9530. 1f the Candidatc

does not dispute this determination within the 60-day penod provided. it will be considered
final.

The Commission approved Final Audi Repornt will be placed on the public record on
May 9, 2003. Should you have any questions regarding the public release of the report,
please contact the Commission’s Press Office at (202) 694-1220.
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- Any questions you have related 1o maters covered during the audit or in the report
should 'be directed 10 Nicole Burgess or Rhonda Gillingwater of the Audit Division at (202)
694-1200 or toll free at (800) 424-9530.

incerely,

J T '/,,,

Jos¢ph F. Stoltz
Assistant Staff Director
Audit Division

Attachment as Stated

cc: Mr. Odin Anderson, Counsel
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FEDERAL ELECTION COMAMISSION

WASHINCTOSN D e

May 6. 2003

Mr. Odin Anderson, Counsel
LaRouche’s Commitiee fora
New Bretton Woods

Four Longfellow Place, Suite 302
Boston, MA 02114

Dear Mr. Anderson:

1

Attached please find the Final Audit Repont on LaRouche’s Committee for a New
Bretton Woods. The Commission approved the report on May 1, 2003.

In accordance with 11 CFR $§9038.2(c)(1) and (d)(1), the Commission has made a
determination that a repayment to the Secretary of the Treasury in the amount of $236.692 15
required within 90 calendar days afier the service of this report (August 4, 2003).

Should you dispute the Commission's determination that a repayment is required,
Commission regulations at 11 CFR §9038.2(c)(2) provide you with an opportunity to submit
in writing, within 60 calendar davs aficr service of the Commission's notice (July 5.2003).
legal and factual materials 1o demonsirate that no repayment. or a lesser repayvment, is
required. Further, 11 CFR §9038.2(c)(2)(ii) permits 3 Candidate who has submitied wnten
materials to request an opportunity to address the Commission in open session based on the
legal and factual materials submiticd.

The Commission will considcr any wriicn legal and factual matenals submitied
within the 60-day period when deciding whether 1o revise the repayment determination.
Such matenials may be submitied by counsel if the € andidate so elects. 1f the Candidate
decides 10 file a response 1o the repayment determination. please contact Greg Baker of the
Office of General Counsel at (202) 694-10650 or 1ol free a1 (800) 424-9530. If ihe Candidate

does not dispute this determination within the 60-day period provided, it will be considered
final.

The Commission approved Final Audit Repont will be placed on the public record on
May 9. 2003. Should you have any questions regarding the public release of the repori.

please contact the Commission’s Precss Office at (202) 094-1220.
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: . Any questions you have related 10 maters covered during the audit or in the repont
should be directed to Nicole Burgess or Rhonda Gillingwater of the Audit Division at (202)

694-1200 or toll free at (800) 424-9530.
/Sinccrcly, a )
Voo #.

' Joscpﬁ F. Stolz
Assistant Staff Director
Audit Division

Attachment as Stated

cc: Ms. Kathy Magraw, Treasurer
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UNITED STATES
FEDERAL ELECTION COMMISSION

) % o

g I
In the Matter of: ) S o %'ﬁ;%’:c
) ORAL HEARING REQUESTED !, SCZ=m
LAROUCHE’S COMMITTEE ) : Eo=im

FOR A NEW BRETTON WOODS ) U Fren<

) = 3255

o F 2
BRETTON WOODS

RESPONSE OF LAROUCHE'S COMMITTEE FOR A"
COMMISSION'S REPAYs ¢NT DETERMINATION

TO THE FEDERAL ELECTION

Robert P. Trout
Elizabeth Wallace Fleming
TROUT & RICHARDS, P.L.L.C.

1100 Connecticut Avenue

Suite 730
Washington, D.C. 20036

(202) 463-1920

Attorneys for LaRouche’s Committee
For a New Bretton Woods

July 8, 2003
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Introduction

The Final Audit Report (‘FAR”), approved by the FEC on May 1, 2003,
disallowed as a non-qualified campaign expense the entire markup portion of the
invoices from seven regional vendors that provided facilities and services to
LaRouche's Committee for a New Bretton Woods (“LCNBW™). The FAR then
recharacterized these portions of the invoices as advance payments which, in turn,
allowed the auditors to recalculate the Net Outstanding Campaign Obligations
(“NOCO”) at the candidate’s date of ineligibility (August 16, 2000). Substantially
owing to this series of arbitrary adjustments, the FEC made a repayment
determination that the LCNBW received $163,272 1n matching funds in excess of
entitlement and therefore should reimburse that amount to the U.S. Treasury.

The FAR failed to take proper account of the appropriate cost rationale
underlying the markup on the costs of the seven regional vendors. Moreover, by
failing to accept as a proper camp\ajgn expense any markup on the costs from the
seven vendors, the FAR failed to account for overhead or other markup that would
normally be included to arrive at the usual and normal charge for the services
rendered. This result is contrary to The Federal Election Campaign Act of 1971
(“FECA"), 2 U.S.C. § 431, et seq., the regulations thereunder, and a long line of FEC
Advisory Opinions, which stipulate that these vendors were required to mark up
their actual costs to a commercially reasonable rate. It also contradicts the explicit
warning by the FEC's General Counsel that Mr. LaRouche's 1996 presidential

campaign may have received prohibited contributions in-kind from these same
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seven vendors. See 2 US.C. § 441b (2003); 11 CFR. § 100.7(a)(1)(1ii)(A) (2001) and
(B); See also FEC Memorandum, June 20, 1997, Ex. A.

This response to the FAR will demonstrate that LCNBW's original markup
formula was reasonable under the circumstances of the campaign and under
Commission precedent and should be accepted by the Commission. However, if the
Commission does not accept LCNBW's original markup formula as reasonable
under the circumstances, it must allow the vendors a reasonable markup of their
costs which conforms to the FECA and the Commission's longstanding precedents.
If the Commission applied only a modest 15% markup across the board to the
vendor costs in order to cOVer indirect costs and other usual and normal markup
over actual costs, LCNBW would be entitled to the matching funds it has received

and would owe nothing to the U.S. Treasury.

Background

A. The Prohibition on Corporate Campaign Contributions.

Since 1907, fedecal law has barred corporations, even non-profit advocacy
organizations, from contributing directly to candidates for federal office. Federal
Election Commission U. Beaumont, 539 U.S. __ (2003), No. 02-403 (June 16, 2003),
WL 21372477. Thus, corporate contributions or expenditures by corporations “in
connection with” federal elections are prohibited. 2 U.S.C. §441b(a) (2003) Because

“sontribution or expenditure” 1s defined as “anything of value,” 2 US.C. §441b(b)(2)

A\
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made to LaRouche's 1996 presidential campaign. Therefore, in March 1999, the
LCNBW developed a cost-plus-markup payment mechanism for vendor contracts by
which the LCNBW could ensure that its incorporated vendors were compensated
enough to avoid under payments. The formula called for a markup of 80% for
vendor costs through September 1999, 50% for vendor costs from October 1999
through December 1999, and no markup thereafter. This matrix had the effect of
generating an average 32% markup on vendor costs across the board for the entire

period of the campai_n cycle.

B. The 2000 Campaign.

In 2000, LaRouche was on the ballot in 35 states and participated 1n
Democratic Party caucuses in 8 others. His insurgent campaign was totally
dependent upon volunteers rather than an army of campaign "professionals."
Unlike other campaigns whose treasurers incorporate companies and then take a 7
1/2 percent or more commission on matching funds suBmissions,1 or which employ
consultants who reap huge profits simply for picking up the telephone and making a
media buy,2 LaRouche was totally focused on a grassroots effort to defeat Al Gore by

mobilizing the Democratic Party base of farmers, labor, and minorities.

1 See Federal Election Commission, Report of the Audit Division on Buchanan for
President, Inc., January 14, 1999, at 9, excerpt attached as Exhibit B.

2 See generally. Susan B. Glasser, Hired Guns Fuel Fundraising Race in Arena
with Few Rules, Political Consultants Rake in Revenue, Wash. Post, Apr. 3V, 2000, at

Al: Susan B. Glasser, Winning a Stake in a Losing Race, Ad Commissions Enriched
Strategists, Wash. Post, May 1, 2000, at Al. Articles are attached as Exhibit C.

5 ATTACﬂT ___1
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With most of the Democratic Party primaries front-loaded on March 7, 2000,
it was obvious that the campaign infrastructure (volunteer recruitment, ballot
access through petitioning, delegate recruitment, major fundraising, constituency
leader outreach) had to be built up in 1999. A major share of these tasks were
undertaken by volunteers using facilities provided by the regional vendors. When
January rolled around, however, major efforts would have to shift, along with
funding, into direct electoral activities in the states where LaRouche was on the
ballot.

The campaign could readily anticipate that at this point, media and other
costs would supersede payments to the vendors as a priority of the campaign,
creating the danger of aging vendor payables or continued provision of services by
the vendors without adequate payment.

With these considerations in mind, the LCNBW settled on the sequential
markups of 80% and 50% on the seven vendors' bills in 1999 and the zero markup in
2000. Under the circumstances, this was a reasonable approach for ensuring that
all possible uncaptured direct, indirect and hidden costs -- which by their nature are
difficult to itemize -- would be paid by the campaign and not subsidized by the
vendors. The types of costs which the Committee believes fall into this category are
all non-fundraising campaign uses of the telephones, overhead and administrative
costs including coordination of volunteer activities, and FEC accounting and
compliance, research, use charges for company lists and contacts, and a small profit.

(See Declaration of Richard E. Welsh, Ex. D). Front loading the markup ensured
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that the vendors would receive adequate compensation when the campaign's
finances and focus were on electoral activities during the 2000 phase of the
campaign.

C. Audit Process and Chronology.

Unfortunately, the Committee never had an opportunity to explain this
markup during the audit process. The FEC began its field audit in October, 2000; 1t
released the Preliminary Audit Report (PAR) on July 17, 2002, and its Final Audit
Report (FAR) on May 6, 2003. Throughout this 2 ¥ year audit process, the LCNBW
responded to audit team l;equests that were continualﬁly shifting in focus. Early 1n
the process, the audit team concentrated on contributions and disbursements
specific, apparently, to how fundraising was being conducted for the Committee, not
how vendors were being compensated. See, e.g., campaign responses to FEC Audit
Division dated April 9, 2001, Ex. E. Not until July of 2001, over nine months into
the audit process, did the audit team voice any concern with vendor contract issues,
and at that time, the concerns were specific as to whether the vendors were being
adequately compensated or underpaid, resulting in illegal corporate contributions.3
In response, the Committee provided evidence that the contracts and billings
adequately covered payment for all items. See Kathy Magraw Letter, August 8,

2001, Ex. G.

3 See FEC Letter, July 26, 2001, Ex. F (“Why didn’'t the vendors assess any
interest or late payment fees for services they had already provided...?")
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At the exit conference on August 29, 2001, the audit team requested a further
breakdown of distributor invoices to a level which would reflect costs charged for
facilities use during the contract. Although the backup documentation provided to
the audit team revealed the 80%-50%-0% markup of costs, the Committee was not
asked to document OT explain the basis or rationale for the markup method of
vendor payment. See Richard Welsh Letter, October 10, 2001, and enclosures, Ex.
H.

The first indication that the audit team was i+ +erested in the vendor markup
occurred via email from Nicole Clay to Richard Welsh on October 12, 2001, Ex. I. By
Jetter dated October 29, 2001, Ex. J, now a full two months after the exit conference,
the audit team requested extensive vendor information from two regional vendors,
ESDI and SELS, to include all bank records, all computer records, work papers,
source documents for all contract and lease agreements, external audit reports, tax
returns, invoices and receipts of all expenses, and more. See Kathy Magraw Letter,
November 9, 2001, Ex. K4

After the release of the Preliminary Audit Report (“PAR”) on July 17, 2002,
almost one full year after the exit conference, the FEC requested, and the
Committee produced more vendor information. The audit team spent three weeks
reviewing this material in Leesburg from September 16, 2002, to October 4, 2002,

with at least 6 auditors on-site. Despite the fact that the audit was still ongoing, the

4 The FEC audit team later agreed with the two vendors to accept a more

limited document review. Exs. L and M.
8 ATTACEMENT ,_l

Page __A_L_—— Of..lb-g——-



FEC refused a LCNBW request for an extension of time within which to respond to
the PAR. Ex. N. This forced the Committee to respond to the PAR on October 4,
2002, while the auditors were still on-site in Leesburg.

Despite the FEC’s refusal to grant an enlargement of time to respond, and
despite the fact that the LCNBW had already made its formal response to the PAR
based on issues unrelated to the disallowance of the markup, audit activity
continued through November 20, 2002. During this time, the Committee responded
to a series of questions regarding the vendor -- campazign relationship. The FEC
asked no questions, nor raised any concerns, to the Committee regarding the
markup percentages, and throughout this period the Committee continued to
inquire whether any further information should be provided. As can be seen from
the email record relevant to the November 2002 time frame, the audit team’s follow-
up questions related to the activity ratio, an item approved in the FAR. See emails
dated November 20 and 26, 2002, Ex. O. Furthermore, Joseph Stolz, Assistart Staff
Director of the Audit Division, assured the campaign that because of this ongoing
process, the Committee would have an opportunity to discuss all outstanding issues
prior to the issuance of the FAR. This representation was never complied with, and
a final email of January 3, 2003, from Richard Welsh to the audit team asking
whether there were any other inquiries, went unanswered. Ex. P.

The FEC issued its Final Audit Report on May 6, 2003, nearly six months

after actual audit activity ceased. In that report, for the very first time, the FEC

revealed its decision to regard 100% of the markup amount as a non-qualified
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campaign expense and arbitrarily assigned all of the dollars involved as an
«advance payment.” This submission constitutes the first meaningful opportunity
the LCNBW has had to respond to that finding.
Discussion
The FEC's repayment determination is based on adjustments in the following
areas:

A. Disallowance of $94,007 in the vendors' itemized costs;
Disallowance of $413,883, the entire amount of the vendors markup;

C. Recalculation of NOCO, resulting in $163,272 in matohing funds
received 1n excess of entitlement; and

D. Stale-dated checks in the amount of $3,281.

In this Response, LCNBW does not challenge the following adjustments: (a)
$3,281 in stale-dated checks; (b) $31,070 in the itemized costs for EIRNS for rent
(see FAR at 13); and (c) $33,828 in the itemized costs for SELS. See FAR at 13.

LCNBW disputes the disallowance of $28,110 in ‘emiz~] costs related to
American System Publication, Inc (“ASP"). LCNBW also disputes the disallowance
of the vendors’ markups, which should properly be viewed as qualified campaign
expenses. Finally, LCNBW disputes the FAR’s calculation of NOCO which, because
of the improper disallowance of vendor markup, incorrectly calculated LCNBW’s
obligations to the vendors.

A. Itemized Costs.

LCNBW disputes the disallowance of $28,110 in itemized costs related to

ASP. FAR at 13. The auditors provided LCNBW with their worksheets supporting

Al
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their conclusion that this vendor was “overpaid” by $28,892. From those worksheets
it is apparent that the auditors made two systematic errors in tallying the
documented costs, which resulted in a finding that ASP had been "overpaid" by
$28,892:

1) Failure to record costs paid out of petty cash; and

2) Switching between accrual-basis and cash-basis standards, resulting 1n
a loss of one month's worth of documented costs.

In addition, the auditors overlooked the landlord’s statemext of account fwhict had
been provided to them), and as a result they failed to record any rent experse for
several months. The landlord's statement of account is being provided again, as
Exhibit Q. |
1. Petty Cash

During the course of the field audit, the auditors were provided with
purchase receipts and/or petty cash chits, from this vendor for each purchase,
separated by month. The documents were further bundled by major cost category
(e.g., Office Expenses, Auto, Meetings). 'Each bundle was provided with an
associated adding machine tape. The totals from these tapes were posted to a
master analysis sheet for each month, itemized by cost category and totaled for each
cost category and for the month.

Despite this documentation, the auditors neglected to record petty cash costs

for the months of April 1999 through Decembcr 2000. Thoee documentad cnsts

amount to $70,932. Attached as Exhibit R are the previously provided itemized
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master analysis sheets for each month’s petty cash expenses. The boxes of
documents which these sheets summarize will again be made available for

inspection at a mutually agreeable time.

2. Application of Cash versus Accrual Methods of Accounting.

For the month of April, 1999, the schedule of documents prepared by the
FEC's auditors omitted all payments as if they were payments for a prior month’s
incurred cost (a bill dated in a prior month). In effect, the auditors applied an
accrual method to expenses incurred before April 1999 but actually paid during that
month. For all months thereafter, the auditors recorded the costs on a cash basis,
that is, in the month the payment was made. Regardless of which method might be
the more appropriate, it is clearly erroneous to apply different accounting
methodologies in the middle of an accounting period. The effect of the auditors’ use
of inconsistent accounting methodologies was to remove a month (April 1999) from
the calendar and thereby 'to deny ail pay=ents for that period. This lost month
resulted in a failure of the auditors tn recognize approximately $24,000 1n
documented costs.

Therefore, either the disallowed April 1999 costs must be restored, or
comparable costs from May forward must be moved back one month. That is, May
payments for April-dated bills would be moved back to April (filling the gap created

by disallowance of the April payments), June payments moved back to May, and so

forth, through to the end of the audit period.
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In the case of ASP’s long distance telephone provider, MCI, the same
improper mid-course change 1n accounting methodologies resulted in the discarding
of documented costs for not one, but for three months, April through June, 1999.
That is, payments made in April through June for MCI invoices dated respectively
3/1/99, 3/29/99, and 4/30/99 were disallowed. As with other types of cost, an accrual
rather than cash basis might be appropriate (thus, the 3/1 and 3/29 invoices would
legitimately be excluded from the period Eeginning April 1999); but again, it would
then be mandatory to bring the April bill back into April (rather than in July, when
it was paid), the May bill into May, and so forth.

This error involves telephones, the largest cost category for this vendor. As it
stands, the erroneous Audit Report now shows three months as having no teléphone
costs at all where the actual telephone costs were $35,758 or $36,171 depending on
what accounting methodology is used.

If these errors are correctec, ASP's documented expenses in relation to ASP's
billings are no different than other literature distribution vendors which the Audit

Staff deemed adequately documented and should be accepted as documented.

3. FEC Audit Error regarding EIR News Seruice.
The Final Audit Report fails to take account of $15,179 refunded by EIR
News Service from October 16, 2001 through February 5, 2002 although the FEC
was alerted that the refund was taking place (August 8, 2001 Magraw letter) and it

was duly reported on LCNBW's regular FEC reports. The deposit slips and copies
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of checks concerning this refund are attached as Exhibit S. The amount shown for
“payments net of refunds” in the table of Distributor Bills, Payments, and Balance ¢
Due, nets out this amount (See Chart, page 17 of the Draft). The balance receivable

(refundable) from this vendor 18 reduced accordingly.

4. Miscellaneous Errors, Omissions and Corrections to NOCO.

In addition to the major 1ssues discussed above, the revised Statement of Net
Outstanding Campaign Obligations embodied in this Response shows a number of
miscellaneous adjustments to the NOCO statement as adopted in the Final Audit
Report. These consist of additional debts as of the Date of Ineligibility, totaling
$26,403, and additional Winding Down costs, totaling $29,669 (comprising 2
$32,969 1increase of actual costs incurre'd to date, and a $3,300 reduction of

estimated future costs to the estimated termination date).

B. The Markup.

The FAR was a.biirary and unreasonable in allocating the entire amount of
markup to “advance payments” to vendors as outlined 1n the FAR at 11-12, and in
failing to recognize that vendors would appropriately bill for their actual costs plus
a markup to cover indirect costs such as overhead and profit.

First, as outlined above, by disallowing any markup on vendor costs, the

auditors have recalculated the qualified campaign expenses to a level that plainly

underpays the vendors for the facilities use and services rendered. In this respect,
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the FAR’s determination of non-qualified campaign expenses, and derivatively its
recalculation of NOCO, is not only unreasonable, but also contrary to law.

Second, the proffered reason for the reconfiguration is not supported by the
record in this case and is contrary to other Commission Audit rulings. According to
the Final Audit Report this reconfiguration of the vendors' bills by the Audit
Division was reasonable because otherwise LCNBW would have "large outstanding
debts to these vendors over long periods of time" and would have received
"oxtensions of credit outside the normal course of business." FAR at 11-12.

However, as Exhibit F in the LCNBW's Response to the PAR demonstrated,
the campaign was paying down these vendors' bills regularly throughout the
campaign so that by October 30, 2000, only $179,552.52 remained in the total
balances to the vendors. By October 30, 2000, 91 percent of the total amounts billed
had been paid. This payment record is better than that of the Clinton-Gore '96
General Coramittee to ATT in the 1996 campaign cycle and roughly comparable to
the payment record of G;ary Bauer to three vendors in the 2000 campaign cycle.
Both the Clinton and Bauer campaigns were subject to an 11 C.F.R. § 116.3 (2003)
finding concerning late payments. In both instances the Commission refused to find
a corporate contribution, instead voting to receive the Audit Division's finding
"without any determination on the merits of the analysis of the facts or the
interpretation of the law contained therein."

By failing to seek clarification from the Committee, the auditors also

fundamentally misconstrued what the Committee meant by the terms "advance

15 ATTACEME Q

T 1o ﬂ_— or |68 _




payment" 1n the response to the PAR. It is clear from the FEC's regulations and
advisory opinions that most of the facilities costs at 1ssue here could be billed and
paid for in a commercially reasonable time, (€.g., meeting rooms, word processors,
telephones, copying machines, facilities to produce materials). Other items must be
paid for in advance. See, e-£., 11 C.F.R. § 114.2 (2003), 11 C.F.R. § 114.9 (2003);
FEC Advisory Op. 1997-15 (September 19, 1997).

Because of the ambiguity in the FEC's regulations as applied to the volunteer
activities ..nd use of corporate facilities at issue here, the Committee simply did not
know how the advance payment requirement would apply and therefore made
advance payment a component of the markup. This was also entirely consistent
with the obvious reality that 1n buﬂdiﬁg the infrastructure for a grass roots
campaign, the vendors would experience indirect and hidden costs -- which by their
nature are difficult to itemize -- at the front end of the campaign. See Declaration of
Richard E. Welsh, Ex. B.

The FAR also wrongly assumes that none of the markup should appropriately
be considered “profit” or «fee” inasmuch as five of the vendors were organized as
non-profit corporations and the other two “do not operate to generate commercial

profit.” FAR at 11. This statement fundamentally misapprehends the nature of a
non-profit, and fails to distinguish between a non-profit corporation making money

in excess of actual costs in order, for example, to expand its operations, and a

commercial corporation making a profit for the benefit of and potential distribution

to its shareholders. See Declaration of Wilham Caldwell, Ex. T.
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In this case, the invoices from the regional vendors include markups that
averaged 32% over the campaign cycle. If the Commission concludes that the rationale
for the sequential 80%-50%-0 markup has not been adequately justified or was
otherwise noncompliant, the Commission should nevertheless approve a reasonable
markup over the actual vendor costs. A 32% markup over actual costs i1s more than
reasonable. A markup of as low as 15% is clearly justified, and anything less would
result in a subsidy by the vendors to the LCNBW. Id. As this Response demonstrates
below, even if +he Commission were to approve a markup over actual costs as low as
15%, the usual and normél industry standard, LCNBV_V would not have received any
matching funds in excess of entitlement and would therefore owe no money to the U.s.

Treasury.

C. Recalculation of the Qualified Campaign Expenses and NOCO.

The schedule below takes account of the actual itemized costs of the vendors
as accepted by the auditing staff, subject to the corrections noted above for ASP. It
then applies a uniform 15% markup to the itemized direct costs across the board for

the entire period of the campaign cycle.

d
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Vendor itemized Indirect Adjusted Payments Net Balance Due
Costs® Costs * Billings 7 of Refunds * Vendor or
(Receivable)
[ ASP | 239,269 35,890 275,159 (237.051) 38,107
ESDI 180,724 27,109 207.833 (186,631) 21,202
EIRNS 243,961 36,594 280,555 (345.369) (64,814)
HSDI 207.389 31.108 238,498 (215,212) 23.285
MCC 232,786 34,918 267,704 (201.700) 66.004
| SELS 200,673 30,101 230,774 (259,008) (28,234)
| swLD 147 815 22,172 169,987 (115,425) 54,562
r Total [ $1.452.617 $217,893 $1,670.510 $(1,560,396) $110,113

The foregoing chart demonstrates that the vendors in aggregate were not

overpaid for their services. LCNBW incurred an additional $110,113 in legitimate

campaign expenses Over what it paid as of the audit date. The vendors’ billings,

adjusted to reflect an reasonable 15% markup, are appropriately deemed to be

qualified campaign expenses so that no repayment would be due on the grounds of

an alleged overpayment to the vendors.

5 Itemized Costs are as approved by the auditing staff, subject to corrections by

LCNBW to include itemized costs for ASP that the auditing staff failed to recognize.

6 Indirect Costs represents a standard markup of 1

Indirect costs would include such items as overhead and profit.

7 Adjusted Billings represents the sum of the itemized costs and the indirect

costs (i.e., jtemized costs, plus a 15% markup).

8 Payments Net of Refunds are the total payments to
$80,472 that LCNBW received from SELS (acknowledged 1
$15,179 refund that LCNBW received from EIRNS, w

LCNBW's regular FEC disclosure forms.
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The foregoing also results in the following revised NOCO Statement for the
campaign as of August 16, 2000:

Statement of Net Outstanding Campaign Obligations
As of August 16, 2000

o SELGI G N WL Ve WYy &Y

Final Audit Report Corrections Corrected
ASSETS
Cash in Bank $ 24,038 $ 24,038
Accounts Receivab:c
Vendor deposits 23,86€ 23,866
Vendor refunds - regional vendors 214 544 (106,317) 108,227
Capital Assets 5823 5.823
Total Assets $ 268,271 $ 161,954
OBLIGATIONS
Accounts Payable:
Regional vendors $ 63.982 111,070 $175,051
Other 258,902 26,403 285,304
Total Accounts Payable $322,883 $460,356
Actual Winding Down Expenses 25,875 32,969 58,845
Estimated additional winding down 10,100 (3.300) 6.800
Due to US Treasury - stale-dated cks 3281 3,281
Total Obligations 362,140 529,282
Net Outstanding Campaign Obligations S (93,869) $_(273,459) _$(367,328)
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Once corrections are made for indirect COStS, erroneous tallying of ASP
documentation, and other errors oOr omissions in the Final Audit Report, the
following table supersedes that shown on page 16 (of 31) of the FAR respecting

LCNBW's entitlement to matching funds following the Date of Ineligibility.

Net Outstanding Campaign Obligations (deficit) as of 8/16/00 $(367,327.64)
Net Private Contributions Received 8/17/00 to 4/2/01 131,729.83
Matching funds received 8/17/00 - 4/2/01

(lasts date matching funds were received) 214,240.29
Remaining entitlement on 4/2/01 $ (21,357.52)

According to this revised NOCO statement, there was no payment of

matching funds 1n excess of entitlement. Therefore, no repayment is due.

Conclusion

Even if the billings from the vendors were adjusted to reflect a mere 15%
markup to account for overhead and profit in accordance with the usual and normal
charge for the services, there would have been no overpayment to the vendors and
no non-qualified campaign expense. Further, in light of such adjustment, the
revised statement of Net Outstanding Campaign Obligations at August 16, 2000
would result in no payment of matching funds in excess of entitlement. The

Commission should therefore conclude that no repayment 18 due from LCNBW.
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Oral Hearing Requested

Pursuant to 11 C.F.R § 9038.2(c)(2)(11) (2003), respondent respectfully
requests that the Commission provide it with an opportunity to address the
Commission in open session to demonstrate that no repayment, or a lesser
repayment, is required. The 1ssues respondent wishes to address at the hearing are
as follows:

1. Under FECA and the FEC's own precedents, was it appropriate for the
FEC to determine that any markup over the regional vexdors’ actual costs would
constitute a non-qualified campaign expense?

2. .Assuming some overhead and/or “profit” burden was appropriate to
arrive at the usual and normal charge for the services of the regional vendors, does
a markup as low as 15% nevertheless constitute overpayment to the vendors and
hence a non-qualified campaign expense by the LCNBW?

Respectfully submitted,

LAROUCHE'S COMMITTEL
FOR A NEW BRETTON WCODS

By Counsel:

KL A~

‘Robert P. Trout
Elizabeth Wallace Fleming
TROUT & RICHARDS, PLLC

1100 Connecticut Avenue
Smite 730

Washington, DC 20036
Tel. (202) 463-1920

Fax (202) 463-1925
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Assistant Staff Director
Audit Divisign >
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FROM: Lawrence l\:t‘Noble / ’ ya
General Cou sel

Kim Bright-Coleman {A?~
Associate General Counsel

Rhonda J. Vosdingh
Assistant General Counsel

Delbert K. Rigsby D <[
Attorney

SUBJECT: Proposed Audit Report for Commirtee to Reverse the Accelerating Global
Economic and Strategic Cnisis: A LaRouche Exploratory Committee (LRA #484)

. INTRODUCTION

g The Office of General Counsel has reviewed the proposed Audit Report on the
Committee to Reverse the Accelerating Global Economic and Strategic Crisis: A LaRouche
Exploratory Committee (the “Committee™). The following memorandum summarizes our
comments on the proposed chon.' If you have any questions concerning our comments, please
contact Delbert K. Rigsby, the attommey assigned to this audit.

’ Since this document concerns the audit of a publicly financed presidential candidate, this Office

recommends that the Commission consider this document in open session. 11 C.F.R. § 9038.1(c). Seealso
11 C.F.R. § 2.4, which states that this discussion is not exempt from disclosure under the Commission’s Sunshine

Regulations. ATTACHMENT
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Memorandum to Robert J. Costa

Audit Repornt

Comminee to Reverse the Accelerating Global Economic
and Strategic Crisis: A LaRouche Exploratory Commitiee
(LRA #484)

Page 2

IL. COMMENTS

This Office concurs with the findings in the proposed Audit Report. This Office notes
that questions arose during the course of the audit regarding the Committee's fundraising
operations. The proposed Report, however, does not contain any discussion of this issue. The
Committee received approximately $3.2 million in contributions_ > It appears that the Committee
incurred very few expenses, such as office rent, salaries, telephone solicitation costs, and printing
costs for campaign literature, to obtain such contributions. The Committee entered into contracts
with seven vendors, all closely connected with Lyndon LaRouche, pursuant to which the vendors
would provide fundraising services and recejve a monthly fee and reimbursement for certain
expenses.’ A more detailed review of the Committee’s fundraising operations may enable the
Audit Division to determine whether the arrangements between the vendors resulted in the
Committee receiving excessive or prohibited contributions from the vendors or whether the
vendors performed duties not outlined in the contracts, which could be considered excessive in-
kind contributions by the vendors to the Committee. 2 U.S.C. § 44la(a)(1XA); 11 CFR
§ 100.7(a)(1)(iii). The audit of the Commintee was conducted pursuantto 26 U.S.C. § 9038\
ard 11 A TN contns N :

Vo vite puviicn Iundead presiaenual canaidates. However, the audit did not reveal any evidence
of wrongdoing by the Committee. Thus, the Aucit Division decided not to allocate its limited
resources to review the Committee s fundraising -~erzi5ne This Office agre=ed virh 1k -

Toosion’s dedision.

A
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The Commintee also received approximately $625,000 in matching funds. Page
During the 1992 Presidential primary election cycle, the LaRouche campaign aiso utilized vendors 1o raise
contributions and the Audit Division made no findings regarding that campaign’s fundraising operations.
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FEDERAL ELECTION COMMISSION
WASHINGTON. D C 20461

REPORT OF THE AUDIT DIVISION
o
BUCHANAN FOR PRESIDENT, INC.
EXECUTIVE SUMMARY

Buchanan for President, Inc. (the Committee) registered with the Federal Election
Commission on February 16, 1995 as the principal campaign commitice for Patnck J.
Buchanan, & primary candidate for the Republican Party’s nomiination for tha c™ce of

President of the United States.

The audit was conducted pursuant to 26 U.S.C. §9038(a), which requires the
Federal Election Commission to audit committees authorized by candidates who reccive

Federal funds. The Committee reccived $10,983,475 in matching funds from the United
States Treasury. '

The findings of the audit were presented in the Exit Conference Memorandum
received by the Comumittee on May 8, 1998. The audit report includes the Committec’s
response to the findings.

Use Of Candidate’s Funds In Excess Of The Limitation - 11 CFR
§9035.2(a)(1) and (2). The Candidate loaned the Committee $40,000 and made a direct
contribution of $1,000, in addition to using his personal credit card to pay for campaign
related expenses, exceeding his $50,000 contribution limitation by a minimum of
$50,374.

Apparent Probibited Contributions Resulting From Extension Of Credit By
Commercial Vendor - 2 U.S.C. §441b(2), 11CFR §100.7(2)4). 11CFR §116.3(c).

The Committee used Matching Funds, Inc. (MFI) to prepare and file matching funds
submissions. MF1 did not make commercially reasonable attempts 0 collect $183,009
for scrvices rendered, thereby making an apparent prohibited contribution to the
Committee.

Disclosure Of Occupation/Name Of Employer -2 U.S.C. §434(b)(3), 2 uSs.C

£431(13)(A), 2USC 5412 (X0 A samble review of the Committee’s contributions
resulted in a material error rate with respect to the disclosure of contributors’ occupations

and names of employer. The projected dollar value of the errors in the population was
$2,422,604. The Audit saaff concluded that the Comumittee did not excrcise best efforts to

1 ATTACHMENT -
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v The Committee’s analysis is inaccurate because expenses and
reimburscments not related to the candidate's limit were included and other expenses
were duplicated. It should also be noted that the list provided by the Commitice indicates
that American Express charges were incurred subscquent to February 29, 1996. The
Audit staff was not provided with the statements and charge slips for American Express
charges incurred subsequent to February 29, 1996 or for any Visa credit card charges in
order to verify the accuracy of the listed transactions and to determine if the expenses
charged to the Visa credit card were applicable to the candidate®. If the transactions listed
by the Committee, for which complete documentation has not been made available, all
relate to the candidate’s limitation - “worst case scenario” - the largest amount by which
the limitation would have becn exceeded is $66,549.

Notwithstanding the above, for purposes of this report and based on our
revised analysis of complete documentation currently available’, the largest amount by
which the candidate exceeded the $50,000 expenditure limitation at 2 U.S.C. §9035(a) is
$50,374. Credit card charges included in documentation presented by the Commiittee in
response to finding I11.B. of this report, (Apparent Non-Qualified Campaign Expenses)
may impact on this amount. If transactions pertaining to the American Express and Visa
credit cards for which compliete documentation is not now available are later found to be
applicable to the candidate’s $50,000 limit, adjustments will be necessary. These
adjustments would likely occur in the event that the Commission addresses this issue in

another context.

B. MM‘MQ&M
OF CREDIT BY COMMERCIAL VENDOR
Section 44 1b(a) of Title 2 of the United States Code states, in part, that it
is unlawful for any corporation to make a contribution or expenditure in connection with
any election to any political office, and that it is unlawful for any candidate, political
committee or any other person knowingly to accept or receive any contribution prohibited
by this section. )

Section 100.7(a)(4) of Title 11 of the Code of Federal Regulations states,
in part, that the extension of credit by any person is a contribution unless the credit is
cxtended in the ordinary course of the person’s business and the terms are substantially

¢ Because the Candidate was the sole holder on the American Express account, all charges, except

charges unrelated to the campaign, made on this account are applicable to the candidate's limit. In the case
of the jointly held Visa credit card, charges incurred by the candidate’s spouse, solely related to her
expenses would not be applicable to the candidate’s limit. Conversely, charges incurred by the candidate
using the Visa credit card for goods and services provided to the candidate irrespective of who signed the
charge slip would be applicable.

? 1015 Mclugcs duLuincinaiiun available to the Audit ctaff at tha time the Memarandum was
forwarded to the Commiftee and information listed in the Committee's response in conjunction with
collateral evidence in the Audit stafl's possession.

P.a3/a&5
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similar to extensions of credit to nonpolitical debtors that are of similar risk and size of
o obligation. If 2 creditor fails to make a commercially rcasonable attcmpt to collect the
debt, a contribution will result.

Section 116.3(¢c) of Title 11 of the Code of Federal Regulations statcs, in
part, that in determining whether credit was extended in the ordinary course of business,
the Commission will consider whether the commercial vendor followed its established
procedures and its past practice in approving the cxtension of credit; reccived prompt
payment in full if it previously extended credit to the same candidate or political
committee; and the extension of credit conformed to the usual and normal practice in the
commercial vendor's trade of business.

The Committee used Matching Funds, Inc. (MFT) to preparc and file all
submissions for matching funds. Scott Mackenzie, Committee Treasurer, is a principal of
MFI. As stated in the contract between the two partics, in retum for its services MFI was
1o reccive a fec cqual to 10 percent of the «Match Rate™ applied to the amount of
matching funds received. Invoices were t0 be submittcd on 2 monthly basis beginring
January 1, 1996 and continuing until the termination of the contract. Invoices were to be
paid from the matching funds received or within thirty (30) days.

The Committee received and reported matching funds of $10,983,475 as

result of 19 original submissions and 6 resubmissions. Using a fee factor of 7.05%’, the

C Audit staff calculated MET’s fee for its services at $774,846. Asof the conclusion of
ficldwork, MFT had billed the Committee $597,336, including 2 software fee of $5,500,
for matching fund submissions 1 through 8. leaving an uninvoiced balance of $183,009
[($774,846 + $5.500) - $597.336]. The Committee made payments totaling $586,510
through June 25, 1997 and reported an outstanding debt t0 MF]1 of $10,826 on its Second
Quarter 1997 disclosure report.

Based on the above information, it appeared the Committee still owed
MF]1 a total of $193,835 ($183,009+ $10,826) for its services. At the conference held at
the conclusion of fieldwork, the Committce was provided with the Audit staff’s
calculations. Subsequently, the Committee provided additional invoices from MF1
reflecting amounts due for submissions 9 through 16; no documentation was provided for
submissions 17 through 19 and resubmissions | through 6. Matching funds were
certified payable for these submissions monthly from May, 1996 through March, 1997.
The Committec reported an outstanding debt to MFI of $183,009 (which included the
previous outstanding debt of $10,826) on its Year-End 1997 disclosure report. This lack
of action on the part of MFI to invoice and seek payment appears to represent an apparent

8 The “Match Rate”™ is equal to the matching funds received divided by the net individual

contributions (individual contributions less refunds of individual contributions) for the particular

evihmiceinn

(_ . ’ Match rate of 70.55% (reported matching funds of $10,983,475 / net contnbutions of
$15,569,128) times 10%.
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prohibited contribution resulting from an extension of credit not within the ordinary -
course of business. @

In the Memorandum, the Audit staff recommended that the Committee file
an Amended Schedule D-P, Debts and Obligations excluding Loans, to report the correct ¢
indebtedness to MFI of $193,835 as of year-end 1997. Also, it was recommended that
the Committee provide evidence, t0 include but not be limited to, statements and invoices
detailing all billings and efforts to collect indebtedness, explanations to demonstrate that
the extension of credit was in the ordinary course of business, examples of other
customers or clients of similar size and risk for which similar services bad been provided
and similar billing arrangements had been used, information concerning billing policies
for similar clients and work, and debt collection policies to demonstrate that the
Committee did not reccive an apparent prohibited contribution of $183,009; or absent
such evidence provide documentation which demonstrates that MFI billed the Committee
in a timely manner for the full amount due for its services and made a reasonable atternpt
to collect the debt. '

In response to the Memorandum, the Committee filed an Amended
Schedule D-P, Debts and Obligation excluding Loans, to report the correct indebtedness
to MFI of $193,835 as September 30, 1997. In its response the Committee stated that it:

“strongly disagrees that the facts presented in the Exit Memorandum evidence .
the receipt of a corporate contribution by the Committee. Political committees C '
have never been deemed to receive contributions because they do not pay every

vendor or employee in full on time. If committees did not acquire debts and

obligations other than loans in the course of their activities, most of which are

with corporations, no schedule of debts and obligations would be needed. MF]

also requests that we state its suong objection to the suggestion that its actions

constituted a corporate contribution to the Committee.”

1t is the opinion of the Audit staff the Committee’s response failed to
demonstrate that MFI made commercially reasonable attemplts to collect payment from
the Commitiee. Furthermore, the response did not present evidence that MFI's actions
were in accordance with its own contractual terms. Therefore, pursuant to 11 CFR
§100.7(a)(4), an apparent prohibited contribution in the amount of $183,009 occurred.

C. DISCLOSURE OF OCCUPATION/NAME OF EMPLOYER

Section 434(b)(3)XA) of Title 2 of the United States Code requires a
political committee to report the identification of cach person (other than a political
committee) who makes a contributions to the reporting committee during the reporting

period, whose contribution or contributions have an aggregate amount or value in excess
of 34UV within (he calcuda yoas.

C.
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STYLE SPORTS CLASSIFIEDS . MARKETPLACE

Hired Guns Fuel Fundraising Race
In Arena With Few Rules, Political Consultants Rake
In Revenue

Susan B. Glasser Washington Post Staff Writer
Part 1 of 4
April 30, 2000; Page Al

In the business of politics, the money has never been better. Steve Forbes's top strategist
collected $223,000 in fees in just one month from the millionaire's failed presidential
campaign. Vice President Gore spent more than $10.3 million on media buys and
"consulting” in the primaries this year. Even the accountants scored big, charging 31.5
million to process the money raised by Sen. John McCain.

Presidential and congressional candidates will spend an estimated $3 billion on their
campaigns this year—50 percent more than in the 1996 election. No one stands to benefit
more from this dizzying inflation than political consultants—the grand strategists and
highly specialized technicians who make and remake candidates, decide which issues are
important, raise the money and produce the television commercials that define political
campaigns today.

Perhaps no other group is more of a factor in fueling the frenzied fundraising that has
prompted calls for sweeping overhaul of the campaign financing system. And no group
involved in the political process faces as little scrutiny: The 3,000 or so consulting
businesses have no ethics cop or licensing board, operating in a secretive world where
their fees and commissions are closely held and no regulations require their disclosure.

But economics are transforming this quintessential inside-the-Beltway industry. As
record amounts of money flow through campaigns, the already cutthroat competition
among political consultants has reached a new level.

Firms once accustomed to virtually dictating their terms have been forced to bargain and
settle for less money. Others have turned to high volume, juggling as many as 40
campaigns in one election cycle. Still others have developed new markets by using their
success in high-profile campaigns to take on corporate work that blurs the line between
politics and lobbying.

Increasingly the goal, as media strategist Raymond D. Strother, head of the American
Association of Political Consultants, puts it, is to "maximize profits.” By their own
account, consultants' personal financial interests drive everything from which politicians 9\
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they will work for to what advice they will give them. "Any consultant who says money
doesn't affect the system is either naive or lying," said Strother.

Most consultants readily acknowledge what the result of this focus has been. In a recent
survey of the industry conducted for American University, a large majority—73 percent
of consultants—said unethical practices, such as the payment of kickbacks for steering
business to favorite vendors, can and do happen.

For many who make their living from politics, the rewards have been considerable. The
top media strategists, an upper echelon of three or four in each party, make $1 million or
more a year, ruling the industry and the political world like imperious aristocrats. They
winter in Hawaii and summer in Italy. They have country retreats, shiny new sport-utility
vehicles and famous wine collections.

For the less exalted pollsters, fundraisers and other specialists, the takings are almost as
good. A significant second tier makes $500,000 or more a year, according to industry
players. The American University survey of consultants found that 20 percent made
more than $200,000 a year.

But their very success has provoked a backlash. President Clinton is known to have been
furious at the money his consultants demanded, and this year, according to several
sources, his wife Hillary's New York Senate campaign is challenging the industry
practice that poses the most obvious conflict—the tradition that consultants receive a
commission for every television ad a campaign buys, a practice that gives them a vested
interest in driving up the costs of elections.

And on the horizon looms the Internet, which has the potential to transform the political
business the way it is transforming every other American industry. Dick Morris, the
disgraced former Clinton adviser, compares the current crop of political consultants to
nsilent film stars [whose] skills will no longer be valuable in the Internet era.”

This series of articles will examine the business of politics, its future, and the people who
profit from it. Behind the curtain of secrecy, it's an almost operatic world: Consultants
team up and break up, littering the Beltway with blood feuds that extend over decades
and across campaigns; candidates fall in love with message gurus, then fire them in
disputes over money that never become public; makers of attack ads wage subterranean
negative campaigns against their rivals.

Mike Murphy, a leading GOP media consultant well known for sending out a tape of
strategist Stuart Stevens's ads showing they were virtually the same for different clients,
once described his industry as "like the Wild West, full of cowboys and outlaws."

“If I were a small-time congressional candidate looking for a consultant," said Murphy,
whose own success can be measured by a house in Georgetown, a condo on Florida's
Fisher Island near Mel Brooks and Oprah Winfrey, and an Audi and a Porsche, "I

wrouldntt hire ana wnlace T had a metal detector and a polveraoh on me. Frankly. I'm
thinking of quitting and going into something legit--like dog track races.”

The Adman Cometh : !
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Washington's National Cathedral, draped outside in a gentle snow, was playing host to a
wary collection of political Montagues and Capulets, gathered to celebrate the life of
Robert David Squier, political consultant.

On that Friday momning in February, political Washington was there in force: the
president and vice president Squier helped to reelect, the dozens of senators and House
members, the social friends from Georgetown. The rivals came too: Carter Eskew, the
former partner who replaced Squier on Gore's team last year, the Republicans who
clashed with him. The vice president's hired guns gathered to the left of the center aisle,
as Bill Bradley's loyalists eyed them from only a few feet away.

In the rigid class hierarchy of politics, Squier merited this royal sendoff. Until his death

on Jan. 24, the day of this year's Jowa caucuses, Squier had been the public face of the
consulting industry, the tan, urbane representation of the Adman.

He was not the first maker of political commercials, but he was almost certainly among
the first to understand the vast amounts of money that could be made off politics. Early
on, he realized that in the age of television, politicians were a commodity to be marketed
like any other. Famous as a strategist, Squier was first and foremost a clever
businessman. "He loved the business of politics,” said his son Mark, himself a political
admaker.

Joseph Napolitan came to moum Squier in the cathedral too, never having expected to
outlast the man he helped start in the fiedgling business with a referral to run a county
sheriff's race in Scranton, Pa. Squier lost that contest, though today Napolitan calls him
“the best of all time."

But it was Napolitan, a Massachusetts pol who worked for John F. Kennedy in 1960,
who first called himself a political consultant. Napolitan, who met Squier when they both

worked on Hubert H. Humphrey's 1968 presidential campaign, said, "I just hit upon it as
a term.”

As the old political machines died out in the 1960s, professionals such as Napolitan
moved in to take charge of campaigns—and found there was a recipe that could be
bottled and sold. "They would say, That might work in New York, but it won't work
here,' " Napolitan recalled. "The truth is, it was the same stuff and it worked
everywhere."

But unlike Squier, he didn't figure out the fee structure that ultimately made political
consulting so lucrative. "I never charged a commission on anything," he said. "I guess it
was sheer stupidity on my part.”

Today, Napolitan and the generation of campaign managers-for-hire who followed him--
personified by the late Lee Atwater, who patented his slashing attack style in Republican

L arec in Senth Caralina hefore helning George Bush become president in 1988, and
James Carville, the Democrat who worked for Clinton in 1992—are dinosaurs of the

consulting world.

The general consultants, as they came to be known, occupy the only part of the business g\
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that is not expanding, having been squeezed out by admakers whose compensation is
tied to television spending. Their commission system is based on a simple premise: The
more ads they produce and the campaign puts on TV, the more they make. And it's the
media consultants who decide what goes on the air.

The most significant change since Napolitan's time, of course, is the dramatic overall
increase in the amount of money spent on campaigns. And media costs account for much
of it—political ads are expected to cost about $600 million this election year, up 40
percent over four years ago. Indeed, they can eat up as much as 70 percent of a federal
campaign's budget, with a consultant standing to eamn between 7 and 15 percent of every
TV dollar.

"There's a subtle incentive to drive up the costs," said James A. Thurber, who is leading
American University's three-year study of consultants and their role in shaping modern
campaigns.

Determining whether additional spending is warranted is virtually impossible—everything
from how much consultants charge to their profit margins is guarded as zealously as a
tra... secret.

The Federal Election Commission has made no effort to require more disclosure-—
indeed, its most definitive word on the subject came during the 1984 presidential
campaign. Under those rules, the FEC, which insists that candidates detail every $200
charged to an American Express card, allows them to list $2 million lump-sum payments
to consulting firms without any meaningful explanation.

"The commission's disclosure requirements are inadequate,” said Trevor Potter, a former
FEC chairman who served as McCain's campaign counsel. "They are arguably requiring
less disclosure than the statute mandates.”

So while the arsenal of the modern campaign consultant has come to dominate the
public dialogue about politics—already this year's White House race has spotlighted
everything from negative ads to attack phone calls to high-tech fundraising--the
strategists themselves are not scrutinized as the businessmen they are.

*It's shrouded in mystery because nobody will talk. None of these people wants anybody
to know what they're getting," said a former senior White House official. "They are
afraid of how it will affect their future income and their reputation within the fraternity."

For every service that consultants offer to candidates, there are standard practices that
can add costs to an unsuspecting campaign's bottom line, from payments to fundraisers
directly linked to the number of political action committee donations they collect to the
array of services polisters have devised that go well beyond the standard survey.

Money matters so much today that one-quarter of the consultants surveyed for
American University said it's why they're in the business. And consuitants are not sny

about preaching the virtues of big-dollar democracy to their clients. In focus groups as
part of the AU study, veteran pollster William 'R. Hamilton found that consultants
impose a "socialization" process on their candidates—pushing the idea that attack ads &
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and money are the indispensable ingredients of modemn politics.

*They [the candidates] had to understand that money is necessary,” Hamilton said in an
interview before his death this month. "They didnYt like it, but they saw it as necessary
because there's no other way to get elected.”

Money and Mistrust

Invariably, when consulting firms break up, it's over money—-and who should get credit
for making it. In 1998, prominent GOP media consultant Stuart Stevens even went to
court seeking a restraining order against his former partner, claiming that Douglas
McAuliffe was stealing several congressional clients.

"This is an unfortunate piece of litigation,” retorted McAuliffe's lawyer, Benjamin L.
Ginsberg. "Even more unfortunate is that it seems to be part of Mr. Stevens's pattern
and practice in his dealings with rival Republican media consultants.” The dispute, like
virtually all others involving consultants, was eventually settled out of court.

Today, Cievens = atop media strategist for George W. Bush's presidential campaign;
Ginsbeg, the lawyer who trashed him in the National Journal, is Bush's campaign
counsel.

A third Bush adviser, his chief campaign guru, Karl Rove, set the industry legal
precedent for making sure clients pay up—even when their campaigns go bust. Rove
went all the way to federal appeals court to make former Pennsylvania governor Richard
L. Thornburgh—attorney general during Bush's father's administration—pay his final
$170,000 direct-mail bill from his losing race for the Senate in the 1991 special election.

With interest and attorneys' fees, Rove won a $300,000-plus settlement, proving the
point that consultants, as his lawsuit suggests, have reason to be wary of their political
clients. Indeed, some media consultants require payments up front—and no checks,
please—during the crucial final weeks of a campaign, when only wire transfers will do.

After $25,000 worth of checks from politicians bounced in 1994, Democratic consultant
Gary Nordlinger now specifies in his contract that all money in the last three weeks must
be wired to him—and if it doesn't get there, his contract says, he can take money meant
to be spent on air time to cover his costs.

Still, in many ways, the consultant has the upper hand. Candidates who complain about
high fees or inattention can find themselves dropped by the consultant--who in many
cases is more famous than the client. "And," said a former House member who is now a
lobbyist, "if you pay a few bucks more, you don't begrudge it if you win."

When candidates don't bring in the money, retribution can be swift. Some politicians are

fired by their consultants before any votes are cast. "If you don't have any money, you
vair't spcind any 1nuncy,” said Sal Ruosu, a veteran GOT stratogiot who dropped

presidential long shot Orrin G. Hatch (R) more than a month before the Utah senator

abandoned the race. a
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But clients can and do rebel. Consider just two of the biggest Senate races this year.
Rep. Ron Klink (D) in Pennsylvania early on dumped David Doak, his media consultant,
as well as his polister, David Petts; a party offical said Doak later told him that "Klink
just didn't want to hear bad news,” so he fired them.

In New Jersey, former govemnor Jim Florio (D) also parted ways with the team that was
supposed to run his comeback bid; media strategist Karl Struble left in what sources said
was a dispute over how much of a negative campaign Florio should wage in his run for a
U.S. Senate nomination.

But dumping a name-brand consultant is also a risky move for a politician. In a world
obsessed with fundraising, hiring the "right" media consultant is perceived as a way to
pry loose additional dollars from the Washington money establishment.

Hard Bargains

At Bob Squier's pinnacle, in the 1980s, one-third of the U.S. Senate paid for his counsel-
-enough to launch a flibuster of his own. But the oligarchy he symbolized has gradually
crumbled.

"Today, everyone with a camcorder is selling themselves as a media consultant," as
Democratic media consultant David Axelrod put it.

As the costs of politics have risen, it's little-known consultants such as Mike Sullivan and
Jim Ferrence who have often benefited the most. As a Las Vegas consulting team, the
two helped steer Oscar Goodman, a lawyer who had represented organized crime
figures, to the mayor's office in a $1.3 million race—and then bragged about it in an ad in
Campaigns & Elections magazine. "If we can elect a 'mob mouthpiece,’ " blared the ad,
"imagine what we can do for you."

Today, even Beltway veterans are scrapping with the Mike Sullivans and Jim Ferrences
for everything from state senate races to county commission contests. "All the
consultants have started to go down a level,” said media consultant Doak, who advised
House Minority Leader Richard A. Gephardt's 1988 presidential campaign.

Strother blames the number of consultants competing for business for the unethical
practices that flourish. "People in the last few years came solely for the money," he said.
"They're the ones who have real trouble with reform.”

Still, from a candidate's point of view, things have gotten better. Gone are the days when
Squier would end bargaining sessions by declaring: "The standard rate is 15 percent and
it's nonnegotiable. If you don't like it, hire someone else.”

Hard headed bargaining sessions over how much a media consultant is going to make
are now routine, often resulting in a commission of 6 or 7 percent in high-spending
racoc. "Wo're hammaring tham dnum a little hit nn percentages " said Jim Jordan
political director of the Democratic Senatorial Campaign Committee, "in part because

there's a new generation out there willing to do it for less."

But there are also lucrative new markets for media consultants that didn't exist a few a
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years ago. Indeed, while campaigns make consultants famous, it is corporations that
now make them really rich. Carter Eskew, for instance, had given up politics for far
more lucrative corporate work until Gore persuaded him to join his campaign. Today 78
percent of consultants do corporate work, according to the American University survey,
operating in a nebulous sphere of public affairs with even lessdisclosure than if they were
lobbyists.

" A political consultant,” as Nordlinger put it, “is a public affairs consultant who doesn't
know it yet." From Microsoft to Wal-Mart, companies have discovered that the skills of
the political consultant—what GOP polister Bill McInturff calls "combat message
development"—translate well to the lobbying world. Today, MclInturfPs firm makes more
than 50 percent of its revenue from corporate work.

When Christian Coalition executive director Ralph Reed set up shop as a consultant in
1997, Bush's political team, sources said, helped Reed land a major account from Enron
Corp., a Texas-based energy company that has been the largest contributor to Bush's
campaigns over the years. With energy deregulation looming in state legislatures and
Congress, Reed's job was the same Jort of grass-roots politics he had been practicing for
years. The only difference was the ciient.

This “issue advocacy" market didn't exist 10 years ago. But American University's
Thurber argues that as consultants turn toward corporate work, "there are serious issues
for democracy and transparency.” They may not be registered lobbyists, buttonholing
members of Congress who are also their political clients, but, Thurber said, "what they
do is lobbying all the same.”

The media consultants are also cashing in on “soft money," the unlimited contributions
from corporations, unions and wealthy individuals that are now used to finance party
advertising campaigns. President Clinton's 1996 reelection effort paved the way for this
spending explosion, with Democrats arguing that as long as issue ads financed by soft
money did not expressly advocate his election, they passed legal muster.

Republicans soon followed suit, and today both parties will launch such air wars not
only in the presidential race but also in key Senate and House contests. Already, they
have collected a record $160 million in soft money for 2000.

“You've died and gone to heaven if you can get on that bandwagon," said a wry Struble,
who will do the issue ads this year against Sen. Spencer Abraham (R-Mich.).

Inside deals flourish with such party money. "Washington's incestuous community takes
care of its own," said Axelrod, who himself has landed a lucrative concession to produce
the issue ads in the New York Senate race.

At the Democratic Congressional Campaign Committee, which has already raised more

than $20 million of its own soft money, the ad campaign will be divided between just
[WO CONSUIIants: 10m vonncl “east uf e Mhssizsippi,” aind Dill Cassivh mest wlit,

according to numerous sources. Both are longtime advisers to Gephardt.

At the House GOP's campaign arm, the Republicans even have a media company on a
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retainer, paying Smith & Harroff Inc. $25,000 a month for what a party official

described as "general message consulting.” And that doesn't include money the firm will
make from getting a share of the committee's issue ad business.

TV and a Changing Future

Even in today’s consulting bull market, however, there are nagging signs that it is not
just the increased competition that is changing the business of politics. Television itself is
losing some of its influence, and political admakers are preoccupied with how to combat
its dwindling effectiveness in swaying voters.

"Even the media guys will say, the influence of conventional television advertising is
waning. There's just less bang for the buck from TV," Jordan said. "But at the same time
TV is still far superior to any other method.” While not enough people are wired for the
Internet to provide the broad audience media strategists want, many consultants have a
strong sense it will change the way they work. But for now, doubt about the
effectiveness of television advertising only helps their bank accounts, because it means
bigger and bigger buys.

"You have to buy more and more TV to get thc zame lovel of impact,” said Mark
Mellman, the favored pollster of the Democratic congressional leadership.

"It's an irony," Jordan added. "We're spending more even as there's an awareness that it's
less effective.”

NEXT: Perhaps no recent campaign underscored the limitations of television, or the
internecine struggles it can produce, than a multimillionaire political amateur's
unsuccessful attempt two years ago to become governor of California—a $40 million,
consultant-driven failure.

Staff researcher Madonna Lebling contributed to this report.
THE LESSER NOBLES: POLLSTERS, TELEMARKETERS AND FUNDRAISERS

Political consultant is a generic term that obscures the degree of specialization that has
developed in the business. It's the media strategists who get the most attention--and the
most money—but a modern campaign hires many other specialists as well.

POLLSTERS

Pollsters in both parties say they expect to account for 5 to 10 percent of a standard
campaign's budget. With $1 million House races common and $10 million Senate races
no longer an exception, it adds up--especially for the four or five elite national polling
firms in each party that dominate the biggest races.

Tuc 3PClldills Luui hiad alou ll\-lP\A] fudl i Pauiné enploa:on. With more monoy” boins
spent on television, politicians are unwilling to lay out huge sums without research to

determine if the ads will actually work.
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With a few rare exceptions—Clinton pollster Mark Penn is most famous—pollsters don't
share in the golden goose of buying air time for television ads. They are paid per poll, so
volume counts. And increasingly, that's why they are turning to corporate clients who in
recent years have added polling to their lobbying arsenals.

Neil Newhouse and Bill Mclnturff have the statistics to show just how much their
business has gone corporate. When they opened Public Opinion Strategies in 1991 asa
breakaway firm from famed Reagan pollster Richard Wirthlin's shop, such work
accounted for 22 percent of their overall business. Today, it's 52 percent.

The high profile they get from working on presidential races—the firm did GOP nominee
Robert J. Dole's surveys in 1996, and McInturff was John McCain's polister this year--is
the hook that snags corporate work. "Our success in the political world helps feed our
success in the public affairs arena. " Newhouse said.

In the meantime, polling firms have offered their political clients more and more
sophisticated services. New technological tools mean new type: of polis. Advances in
commercial market research show up in oolitics soon after they are dreamed up, whether
focus groups or "mall intercept tests.”

*The definition of necessity,” said Democratic pollster Mark Meliman, "is infinitely
elastic." Twenty years ago, only presidential candidates and well-heeled senators or
governors polled regularly. Today, survey research is a standard part of campaigns down
to the state legislature.

Just 10 years ago, focus groups were a ranty;, today, they are also a booming political
business. Public Opinion Strategies went from billing $42,000 for the work of focus
groups in 1992 to more than $1 million in each of the last two years.

"For 20 years," Mellman said, "people did polis without doing nightly tracking. Now
you have to do that too."

Still, there is inevitable bitterness over a political fee structure that rewards the media
consultants over the message testers. *The media consultants often will sit on their tails
and not do anything while the pollster is charged with defining the parameters of the
entire campaign,” said Democratic polister Jim Lauer. "We pick the targets, we pick the
messages, we say where the demographics are. The media consultants sit down, write up
three spots in 20 minutes, then send the scriptsback. And then he gets the whole buy.”

TELEMARKETERS
Ralph Reed may be famous on television, but his money comes from the phones.

The former Christian Coalition executive director was perhaps the most celebrated new
political consultant to enter the business when he set up shop in the 1998 campaigns.

T it Pood iontt roally an adman at all. In George W. Bush's presidential campaign, he's
been a key strategist. And yet the fees his company, Century Strategies, has coliectea are

for "telemarketing™: $300,000 and counting,

Reed is not the only political consultant to have discovered the business potential of the
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telephone.

Indeed, for both raising money and spending it, the political telemarketing business has
grown exponentially in recent years. Like Reed, many consultants send out mail as well
as work the phones, but they agree that the growth is on the phone side.

Often, their job is to conduct politics under the radar of public attention, where turnout
is suppressed and attack calls are made. There's even a polite word for the specialty in
political circles, "negative persuasion.” Others call it *push-polling." The goal of such
“slam banks" is to spread a negative message to as many voters as possible, not test
whether it will work.

It is fast, effective and virtually untrackable. It is also expensive: 50 cents or more a call
in a business where orders for a phone blitz of 150,000 households in two days' time are
not at all uncommon.

"I always try to spin it as persuasion phoning,” said Mac Hansbrough, a Democratic
veteran of the phone wars. Spin is one thing, but his pitch to campaigns is another.

"Democrats,” blares his ad in Campaigns & Elections magazine, "kick some Rept_lican
butt.”

In Florida, Hansbrough has become a byword for negative campaigning thanks to the

1.1 million phone calls his firm made in 1994 attacking Bush brother Jeb Bush in his
gubernatorial race against Democrat Lawton Chiles. About 70,000 of the calls were
targeted at senior citizens, and they labeled Bush a tax cheat and warned that his running
mate would abolish Social Security.

The advocacy calls for George W. Bush's campaign that became an issue in this year's
South Carolina GOP primary were developed by Feather, Hodges, Larson & Synhorst.
The firm maintains seven phone banks and 500 phones scattered from Phoenix to
Minnesota. South Carolina, home of the Bush blitz, is one of the firm's "best” phone
centers, said partner Jeff Larson. "Military wives from all over the country make calls for
us there."

"Phones are great," he said, "because you can change your message right away." With
better voter lists and a new trend toward recorded messages, today's political calls are
"narrowcast"—antiabortion activists will hear one script, voters in one small area will
hear directly from a local pol. "It's a blossoming business."

FUNDRAISERS

Without them, there wouldn't be more money in politics. But in the hierarchy of the
political business, fundraisers still occupy an unhappy niche at the bottom of the ladder.

"People view fundraisers as the used-car salesmen of politics," said Matt Keelan, who
specializes in raising PAC money for House Republicans.

With the pressure on to raise ever-increasing sums, technology has made it possible to
contact more potential donors more often and in more sophisticated ways. Nearly 200
companies advertise themselves as “fundraising consultants” in Campaigns & Elections;
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their services run the gamut from selling lists of donors' addresses to old-fashioned event
planning. Some specialize in raising unlimited "soft money" donations for the political
parties, while PAC consultants in both parties are now standard for most Senate races
and highly competitive House contests.

*Fundraising's the easiest job to break into because nobody wants to do it," said Keelan.
"They see it as the ugly part of politics.”

Cheered on by party leaders who see money in the bank as the only reliable guarantee of
success come November, the fundraisers impose a discipline on members of Congress
that only the most zealous cash collectors had as recently as 10 years ago. "I recommend
that candidates spend 35 to 50 percent of their time raising money," said Nancy L.
Bocskor, a Republican. "Some form of fundraising should be going on every single day."

It's paying off. Ten years ago, a House member in a competitive race would raise
$100,000 from political action committees; today, that figure is closer to $500,000.

All of that money has made the business of fundraising far more cttractive.

"The money people make as fundraisers has shot through the roof in recent years," sai®
a leading Democratic money consultant. "As a result, more people are staying in it.
Today, the top-level fundraisers on our side are making $120,000 to $150,000 and the
very top are making $200,000 to $250,000. Five years ago, they would have been
making $50,000 and wondering why they were doing this.” .

Among Republicans, there's even more incentive to drive up the PAC totals: most GOP
fundraisers work on commission, collecting between 10 and 12 percent of every PAC

check, plus bonuses. Democrats used to take a cut too until labor unions started
protesting a decade ago; now, they work on monthly retainers.

The fundraisers are acutely conscious of their real class enemies—the admakers whose
TV spots consume most of those painstakingly raised dollars.

"Just one day,” Keelan said, "I'd like to be the guy who spends the money, not the guy
who raises it."

THE MEDIA BARONS: TOP POLITICAL ADMAKERS
DEMOCRATIC

FIRM: Struble, Oppel

PRINCIPALS:

Karl Struble

Thomas Oppel

PRESENT AND PAST CLIENTS: N l —
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Maria Cantwell for Senate (Wash.)

Baron Hill for Congress (Ind.)

Sander M. Levin for Congress (Mich.)Sen. Emest F. Hollings (S.C.)

Sen.Thomas A Daschle (S.D.)

Sen. Bob Kerrey (Neb.)

WHO THEY ARE:

The favored media consultant to Senate Minority Leader Thomas A. Daschle, Struble
has a roster of Senate incumbent clients that is currently the longest of any Democratic
consultant. With the House a more competitive electoral battleground than the Senate
this year, Struble says the Democratic Congressional Campaign Committee (DCCC) has
asked him to take on several high-priority races too.

FIRM: Shrum, Devine & Donilon

PRINCIPALS:

Robert Shrum

Tad Devine

Michael Donilon

PRESENT AND PAST CLIENTS:

Al Gore for president

Ron Klink for Senate (Pa.)

Biil Nelson for Senate (Fla.)

Sen. John Edwards (N.C.)

Al Checchi for governor (Calif’)

Sen. Edward M. Kennedy (Mass.)

WHO THEY ARE:

A wordsmith best known tor polishing everytning wom siate of the Uniui addies>cs fn
President Clinton to Kennedy family speeches, Shrum is a leading member of Vice

President Gore's media team. Shrum's partnership with Carter-era pollster Pat Caddell

broke up with an acrimonious lawsuit in the 1980s; later he broke with partner David g\
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Doak. Today his firm also does corporate work. When Pizza Hut found itself under
attack from rival chain Papa J ohn's, Shrum responded with negative ads.

FIRM: Squier, Knapp, Dunn
PRINCIPALS:
Wilham N. Knapp
Anita Dunn
- PRESENT AND PAST CLIENTS:
Al Gore for president
Sen. Bob Graham (Fla.)
Sen. John Breaux (La.)
Rep. Carolyn McCarthy (N.Y.)
WHO THEY ARE:
For years the leading Democratic firm. Before his death earlier this year, founder Bob
Squier had been replaced on Gore's team by his former partner and bitter rival, Carter
Eskew. Knapp has continued to work for Gore. Partner Anita Dunn served as
communications director for Democrat Bill Bradley's losing presidential campaign.
FIRM: Doak, Camner, ODonnell & Assoc.
PRINCIPALS:
David Doak
Michele Camer
Tom ODonnell
PRESENT AND PAST CLIENTS:
Charles S. Robb for Senate (Va.)

Herb Kohl for Senate (Wis.)

Ike Skelton for Congress (Mo.)

Gov. Gray Davis (Calif)) 1
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Doak, who had a bitter parting with paﬁncr Bob Shrum in the early 1990s, had one of
his biggest wins in 1998 with dark-horse California gubernatorial candidate Gray Davis.
One of his new partners is Tom O'Donnell, longtime adviser to House Minority Leader
Richard A. Gephardt. Thanks to those ties, the firm is slated to work on the DCCC's
soft money “issue ads" this year for races east of the Mississippi.

REPUBLICAN

FIRM: Murphy, Pintak,Gautier, Hudome

PRINCIPALS:

Mike Murphy

CILiff Pintak

John Gautier

Mike Hudome

PRESENT AND PAST CLIENTS:

Spencer Abraham for Senate (Mich.)

Phil English for Congress (Pa.)

Gov. Jeb Bush (Fla.)

Sen. Robert J. Dole (Kan.)

Gov. Christine Todd Whitman (N.J.)

President George Bush

WHO THEY ARE:

One of the "Three Amigos" who handled media for President George Bush in his 1992
reelection campaign and then a top strategist in Lamar Alexander's 1996 race, Murphy
worked this year for John McCain, enhancing his reputation for both irreverence and
self-promotion. Another media consultant, Greg Stevens, was already signed up to make
McCain's ads, so Murphy served as a general strategist-cum-sidekick for the Arizona

senator and became a fixture sitting next to him on his campaign bus, "The Straight Talk
Express."

FIRM: Stevens & Schneter
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Stuart Stevens

Russell Schriefer

PRESENT AND PAST CLIENTS:

George W. Bush for president

Robert J. Dole for president (primary only)

Gov. Tom Ridge (Pa.)

Gov. Paul Cellucci (Mass.)

Rep. Rick Lazio (N Y)

Ellen Sauerbrey for govermnor MMd.)

WHO THEY ARE!:

A legendary ad man in the mode of the late Bob Squier, Stevens sees himself as
something of a Renaissance man. A UCLA film school graduate, he has written for

television shows such as *Northern Exposure” and *I'll Fly Away," and wrote a classic
series of articles in Esquire on living the high life in Europe. With his partner Russ

.

Schriefer, Stevens landed the Bush campaign last year and is teamed with longtime
Democratic consultant Mark McKinnon to do the Texas Republican's ads. Four years
agohe landed a big account — front-runner Robert J. Dole's presidential primary -- but
was eased out after Dole won the nomination.

FIRM: National Media

PRINCIPALS:

Robin D. Roberts

Alex Castellanos

PRESENT AND PAST CLIENTS:

Jim Talent for governor (Mo.)

Sen. Richard G. Lugar for Senate (Ind.)

Sen. Lauch Faircloth N.C)

Gov. David Beasley (S.C.)

Sen. Strom Thurmond (S.C)
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Sen. Phil Gramm (Tex.)

WHO THEY ARE:

Castellanos was one of several ad men who cycled in and out of the 1996 Dole
campaign and is best known for his scathing attack ads. The fimm itself is becoming
known for its high-tech services as much as its TV spots. These include a sophisticated
ad tracking system, which monitors where ads actually run, and media buying services.
This year Castellanos is handling the buying of ad time for the Bush campaign, while two
other media consultants — Stuart Stevens and Mark McKinnon — create the spots.
FIRM: Stevens, Reed, Curcio & Co.

PRINCIPALS:

Greg Stevens

Rick Reed

Paul Curcio

PRESENT AND PAST CLIENTS:

John McCain for president

Sen. George V. Voinovich (Ohio)

Rep. Emie Fletcher (Ky.)

Sen. Don Nickles (Okla.)

WHO THEY ARE:

The other Stevens was the lead admaker for McCain's presidential campaign, having
won the account over Smith & Harroff, the firm that for years had done McCain's
senatorial races. Stevens Reed is known for its roster of Senate candidates.

THE SERIES

Today: Cowboys and Outlaws

Monday: A Campaign the Consultants Made

Tuesday: The TV Bazaar

Wednesday: The Intemnet Future

The series will be available on washingtonpost.com. ATTACHMENT ; —
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CLASSIFIEDS - MARKETPLAGE -

Winning a Stake In a Losing Race
Ad Commissions Enriched Strategists

Susan B. Glasser Washington Post Staff Writer
Column: CAMPAIGN 2000

Part 2 of 4

May 1, 2000; Page Al

Seccad of Shwur articles

Three mo=ths before he faced California voters for the first and last time, Alfred A
Checchi's $40 million gubernatonal campaign—the most expensive in American history--
began to implode. In March 1998, the multimillionaire political novice suddenly started
losing ground to Rep. Jane Harman, a late entrant to the Democratic primary field. And
yet as Checchi's candidacy faltered, the debate seemed to some inside the campaign's
Los Angeles headquarters as much about how to pay his political consultants as about
how to stop the slide.

The all-star team Checchi had hired—Mark Penn, the president's own pollster, and
Robert Shrum, the favored wordsmith of the Kennedy family—insisted that the problem
with the campaign was not their exhaustively poll-tested television commercials. The
problem was the firm placing the ads. Shrum demanded and won the right to control the
time-buying himself—and with it, a commission that gave him a stake in every ad that ran
and put hundreds of thousands of dollars more into his pocket.

To many of Checchi's other advisers, the move seemed to be a classic case of consultant
greed, an instance where it appeared that a strategist's bottom line drove a campaign's
decisions. To Penn and Shrum, it was simply business—politics is run by professionals
like them, and anything having to do with a campaign's strategy should be theirs to
handle. "The time buy should be done by political time-buyers," Shrum said in a recent

interview, "just like any ads for politicians should be done by political consultants.”

Internal clashes like those in the Checchi campaign highlight some of the broader ethical
dilemmas of the burgeoning business of politics—from side deals among consultants to
the vested self-interest media strategists have in creating ever more television ads,

whether they work or not. And they suggest how even the most promising campaign can
bo divortod by tho ctruggpla nuvar fonc

At a time of rapid increase in the costs of political campaigns, attention is rarely focused
on those who make money off the process. But interviews with major players, internal
documents and California public records that offer significantly more information about
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political spending than is available for federal races make the Checchi campaign a
revealing window into how the business works.

Overall, Penn's polling firm and Shrum's media consulting firm collected as much as 32
million from Checchi, not counting expenses, in ways ranging from a $100,000 up-front
payment to a separate $75,000 deal with the direct-mail vendor.

They oversaw a campaign where a free-spending candidate's money was freely spent.
Like other millionaires before and since, Checchi believed his huge bank account could
unlock a political career for him in California. But as Michael Huffington learned in his
losing $29.4 million Senate race four years earlier, in the end money matters only so
much.

Despite a nonstop 325 million air war unlike any ever witnessed in the state, Checchi
lost the June primary, taking only 13 percent of the vote, far behind winner Gray Davis
and just narrowly ahead uf Harman.

Nearly two years after Checchi's expensive foray into politics, questions about the
campaign's failure still give rise to bitter charges and counter charges. Rivalries were so
intense among Checchi's advisers that his campaign manager commissioned four secret
focus groups to test Shrum and Penn's ads because he did not trust the numbers they
were giving him. And yet when the focus groups supported his suspicions about the ads,
Darry Sragow, the campaign manager, did not share the results with Checchi.

In separate interviews, Shrum and Penn defended their roles in the Checchi campaign
and said that losing efforts often descend into recriminations. "When you lose," Shrum
said, "there's plenty of blame to go around—and the consultants ought to share in that."

But on the subject of their own compensation, Shrum and Penn were reluctant to discuss
specifics beyond insisting they had operated properly. Whatever fights there were over
money, they said, were standard practice unrelated to the campaign's outcome.

Fighting over money was a theme from the start. Several key players in the campaign
said that months of tough contract negotiations left Shrum and his partners unsatisfied
with their pay from Checchi, a Beverly Hills corporate takeover artist worth as much as
$550 million. Used to winning clients like President Clinton in 1996, Penn said that
although Checchi "paid me a great deal of money,” running a losing campaign like his "is
never a great economic deal for me. In the end, no losing campaign is."

Checchi himself is still defensive about the record amounts he spent, unwilling to discuss
the role played by his consulting team. In a brief interview, Checchi said he needed to
spend the money he did. "You have to understand: This is not Minnesota or
Massachusetts,” he said. "You wouldn't have to spend like this if you were well known,"
Checchi allowed. "But we were starting from scratch.”

'Gold Rush Was On'

"The gold rush was on," as a top Checchi aide put it, as soon as the campaign opened in
1997. *I saw perfectly normal, sane people take leave of their senses when they started
ATTACHMENT
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to negotiate.”

Checchi, best known for his role in the takeover of Northwest Airlines, signed up his

two top campaign aides for $25,000 a month. His friend Bob Burkett, a Democratic

fundraiser who also landed on the payroll, hired private investigator Terry F. Lenzner for

$60,000. Lenzner's Investigative Group Intemational, the gumshoe firm that worked for ¢
Clinton's lawyers during the Paula Jones case, was supposed to try to dig up dirt on

Checchi himself, sources said.

But the contract Shrum proposed for himself stood out. The veteran media strategist
asked Checchi to pay his firm, Shrum Devine & Donilon, as much as $3.5 million in the
course of the primary—much of that sheer profit, since the firm's direct expenses and
production costs would be paid separately. And Checchi, of course, was not the firm's
only client—at the same time in 1998, Shrum and his partners were also working on
expensive races in North Carolina, Maryland, Kentucky and several otherstates.

A top strategist for Vice President Gore in this year's presidential race and a fixture on
the Georgetown social circuit wiih his wife, writer Marylouise Oates, Shrum knew
Checchi before his campaign. "Al and Zathy - - >re at our wedding," Shrum said. "Al
Checchi was my friend before, Al is 1.iv fiiend now. I just wish I had figured out a way
for him to win."

The deal Shrum suggested to his friend began with $60,000 in consulting fees for the
primary, according to sources familiar with it. But the real money was to have been a
proposed 12 percent commission on the "gross" amount of television time bought. The
campaign ended up paying media outlets about $25 million for TV ads. But the actual
gross value of the time Checchi bought was $29.4 million because TV stations
automatically discount 15 percent off the top of all ad purchases, leaving the rest for ad
agencies. Shrum's 12 percent of the gross would have been $3,529,412.

Many campaigns are ill-equipped to engage in tough bargaining over proposals such as
Shrum's. The basic psychology of the commission works in the consultant's favor--better
to pay just once for TV costs with the fees built in than write separate checks for the
consultants' take. That way, politicians never really confront just how much money their
strategists are making. Consultants benefit by linking their pay directly to the medium
that eats up most of campaign's COSts: television.

"The goal of all political consultants is to change the dollar sign with the percentage
sign," said Dick Morris, who persuaded Clinton to pay him 15 percent of an early ad buy
in 1995 only to be knocked down later to 7 percent by furious White House aides.
“Clinton would have gagged at the idea of paying a fee of $3 million to $4 million,"
Morris said. "As a percentage, it was easier to sell.”

But Checchi viewed himself as a hard-headed businessman. He wasn't going to pay retail

if he could help it. He authorized a Washington election lawyer, Leslie J. Kerman, to
negotlate on his benait. dnE wantied Stuuin and his pastacrs to acoopt a flat foo, pyivnng

them no incentive in how much the campaign would spend on television.

After months of contentious talks—and, sources said, repeated threats by the consultants
ATTACIOMLNT a R e
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to quit the race because the pay was too low—they agreed on a deal. According to the
contract, Shrum's firm would eamn a $500,000 flat fee—$100,000 up front, $25,000 a
month from July through December 1997 and $50,000 a month from January through
May of 1998. The general election flat fee would have totaled $450,000—with the
promise of another $150,000 bonus if Checchi won.

While Shrum also pushed hard for a stake in the lucrative media time-buying, campaign
manager Sragow was insistent that the placement of the ads should be done by a large
commercial firm with clout in the California market. But the haggling wasn't over by the
time the early air war hit California television in November of 1997. So at least to start,

Shrum controlled the time-buying, taking a 2.9 percent commission in addition to his flat
fee.

If everything went as planned in the primary, Shrum and his partners would have been in
line to take in more than $1.2 million including fees—still a considerable amount, but
almost $2.4 million less than he had proposed. And it was far less than he was rumored
to be making by the Washington gossip circuit, whecre high fees are a matter of bragging
rights for the consultants collecting them.

Shrum said he could not recall the details of his ciiginal proposal to the campaign.
Despite having agreed to the $500,000 flat fee for the primary, he insisted, "The fee was
substantially larger than that." -

Penn, a regular, rumpled presence at high-level White House meetings who had never
met Checchi before, had a separate deal. Like most pollsters, he charged by the poll—his
price list to the campaign said focus groups were 35,000 a pop, "mall" tests of up to 75
Californians were $5,500 each and surveys ranged from $12,000 for a 35-question poll
to $49,000 for up to 200 questions. Overall, his firm Penn, Schoen & Berland was paid
close to $1.2 million by Checchi in a business where a 25 percent profit margin is
common practice.

But in an unusual arrangement that he also secured from Clinton's 1996 campaign, Penn
would also get a cut of the television money from Shrum, giving him, too, a financial
stake in the ads whose effectiveness his polls were supposed to gauge.

Expenses were an entirely separate matter for both Penn and Shrum. While they haggled
over fees, both lived well on Checchi's dime, spending thousands of dollars to stay at
swank hotels such as the Beverly Hills Peninsula, Regent Beverly Wilshire, Los Angeles
Four Seasons and Santa Monica's Shutters on the Beach. At the Loews Hotel Santa
Monica, Shrum's firm rang up one bill for $15,820.

The Battle of the Buy

The air war commanded by Shrum and Penn commenced on Nov. 18, 1997, earlier than
any candidate for governor had ever started. By the time it was over the following June,
Checchi had run as many as 40 different spots introducing himself, attacking Harman
and talking such poll-tested issues as the death penalty for repeat child molesters.

Publicly, the Checchi campaign's tactics were a source of considerable controversy.
Garry South, campaign director for eventual winner Gray Davis, termed the millionaire's Q

-
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ads hitting Harman a case of consultant-imposed "murder suicide.”

Backstage, the most persistent fight concerned control of the television time buying. In
the initial negotiations, Shrum had fought hard to keep that control—and with it, his
commission. But Sragow continued to press hard for a commercial firm to handle the
buy, insisting that Shrum was being overcharged by the television stations. He finally
succeeded in hiring Western International Media—but not for long.

By March, Penn and Shrum seized on some numbers in Penn's internal surveys to revisit
the issue. "Some numbers weren't as high as they should have been," Penn said, "relative
to the recollection of ads." They pressed the point at a campaign strategy meeting,
according to participants. No one from Western was on hand to dispute them.

So while Checchi was being hammered for the tone and substance of the ads, Shrum and
Penn said the problem was that the seemingly omnipresent spots weren't being seen by
the right people. On March 9, according to campaign records, Shrum prevailed once
more, and for the rest of the campaign, all the money for the TV ads passed through his
iy v

Overall, he and his team bought $20 million of Checchi's $25 mi'lion in ads—for
commissions worth about $600,000. Out of that, Shrum paid $160,000 to a small
Virginia firm that actually placed the ads on television, while Penn got $140,000. The
rest was left for Shrum's firm. With so much to be earned from controlling the flow of
TV money, fierce fights over the time-buying are frequent. Consultants whose firms do
the buying in-house question the ethics of rivals who subcontract it out, suggesting they
cut side deals and pocket the extra money. Others insist the real ethical issue is political
firms that offer the service in-house because it's a profit center.

“It's common for people to get control of the buy for 5 percent, then subcontract it out
to a big commercial clearinghouse. . .. The consultant's getting 3 points for doing
nothing," argued consultant Mike Mihalke, an advocate for in-house buying. “"Show me
a shop that does it in-house and T'll show you an inferior time buy," countered strategist
Karl Struble.

Either way, the fight inside the Checchi campaign was a distraction at a crucial time.
Days after Shrum's battle was won, on March 18, a new public poll confirmed Checchi's
problem: He had fallen behind late entrant Harman. Soon, Shrum would be attacking
Harman, a former client, in an expensive new air war. *It was a major cataclysm in the
campaign,” Sragow said later.

The Production Business

Control over who was buying the television time was not the only flash point between
Shrum and his rivals. When it came to money, Checchi's advisers could hardly avoid the
question of the growing tab for production costs.

One reason was the sheer number of ads Shrum produced—about 100, of which about
40 were run on TV, the rest having been discarded after Penn tested them with shopping
mall interviews of randomly selected Californians.
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Shrum's contract included a standard provision stipulating that production should be
done "at cost," meaning no markups. The question of production is a sensitive one in the
political business today, and numerous consultants said in interviews that jacked-up
production costs have become a way to recover profits at a time of falling commissions.

»I view it as an unethical way to get around not charging the full commission,” said
Democrat Raymond D. Strother, chairman of the American Association of Political
Consultants.

That possibility led several of Checchi's other advisers to question why they were paying
so much. In the view of one senior campaign official, who had clashed with Shrum, "We
were producing ads so they could be tested, so Penn could make more money, so Bob
could make more money."

In early 1998, most of the production costs of editing all those ads started flowing from
Shrum's firm to an unfamiliar entity called Georgetown Post. Although in the past
Shrum had used other editing houses, Georgetown Pcst was located in the =~me
Wisconsin Avenue building as Shrum's firm, leading campaign officials to as about the
arrangement. Bills from Georgetown Post totaled $400,000 in less than fiv- months—
$290,000 of that between March 18 and May 16.

Shrum heatedly insisted then and in an interview that neither he nor anyone else in his
firm had any financial stake in the company, "none whatsoever."

Checchi's final public report about his campaign's finances before the June primary
showed that the consultants had made money yet another way from the race. The report
showed that Penn had received $45,000 and Shrum had taken in $30,000 as
subcontractors from the Lord Butcher Co., a direct-mail firm hired for a $2 million-plus
campaign to woo absentee voters. Campaign sources said both men urged Checchi aides
to hire the firm, despite its principals' past work for Republicans and public controversy
about its fundraising tactics.

Penn said he and Shrum formed a "team" with the firm's head, William A. Butcher, to
get the work. Although they were already being paid as the campaign's lead consultants,
Penn said they were entitled to additional compensation because this was "a different
service."

Penn said he worked on "targeting” the direct mail, while Shrum helped write the copy.
"It wasn't a secret," Shrum said. "Everybody knew."

But Checchi's other advisers saw the payments as a referral fee for Penn and Shrum, and
said they weren't told about it until it was already "a fait accompli.” Said one, "Why
should we have to pay twice for their services?"

‘Smoking Gun'

Checchi himself was not aware of many of these scraps until after the campaign was
over, according to his former aides. But he was briefed on the most pointed accusation a
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of all—that the television campaign dreamed up by Shrum and endorsed by Penn's
numbers was a failure.

Checchi's friend Patrick Caddell played the role of the Greek chorus in this particular
drama.

The bad-boy pollister of the Carter administration, Caddell had famously left the political
consulting business in a huff in the 1980s, saying it had become irrevocably tainted by
the bottom line. He even filed a lawsuit, eventually settled out of court, against his then-
partners Shrum and David Doak (who was advising Checchi rival Gray Davis in the
1998 California race).

The year before the election, Caddell met with Checchi and urged him not to hire
Shrum, the former partner he still very publicly detested. Checchi didn't listen.

But by April of 1998, Caddell had what he considered a "smoking gun"—and he took it
to Checchi's house on a Sunday moming. Caddell handed Checchi a memo
commissioned by Sragow but never shown to the candidate--results of a secret study
purporting to show that his expensive television campaign was a flop. Five months
earlier, Sragow had commissioned four surreptitious focus groups by pollster Alex
Evans, going around Penn and Shrum because he did not trust the numbers they were
giving him. And yet when Evans reported back that Sragow’s suspicions were justified,
the campaign manager never passed the findings along to Checchi.

By April, as Checchi's poll numbers were sagging, Evans called Caddell seeking advice
about the buried memo. Caddell volunteered to play the intermediary.

*The result of the research was unambiguous,” Evans wrote to Checchi about the Nov.

11 and 12, 1997, focus groups. "If aired the Television [ads] would do as much harm as
good.”

The five-page memo summarizing the focus groups offered a variety of criticisms about
Checchi's ads. "Why is a non-politician who is 'different’ just sounding like all the other
politicians?" wondered one woman. Even the issues he endorsed in his ads seemed to
lose as many votes as they gained, the memo said.

The problem, Evans wrote in an accompanying letter to Checchi, was not poor
placement of television time, as Shrum had argued the month before. *1 have never, ever
seen such a strategically flawed campaign,” Evans wrote.

Sragow told reporters a different story. In an interview with the Sacramento Bee the
week after Checchi lost, he said all the polls and focus groups of Checchi's ads had
shown they were working. "The numbers were so compelling that the decision was to
stay the course.”

At a conference at the University of California at Berkeley after the election, Sragow
admitted his end-run around Penn but did not answer when asked directly whether he
had told Checchi about it. "We had polling coming out our ears, we had mall tests
coming out our ears. And the numbers I was getting were very different,” Sragow said.
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Penn himself called Sragow’s backstage maneuvering "typical of Democratic
campaigns,” and argued that Checchi's introductory ads "did as good a job as advertising

can do."

Shrum agreed. "The ads at the beginning of the campaign worked extraordinarily well
since Checchi went from nothing to being a major factor in the race to leading the race,”
he said. As for Checchi's ultimate collapse, Shrum said California had a case of Checchi
fatigue after an air war that went on *for much too long, in my opinion."

Checchi himself was never dislodged from his faith in the Washington strategists he saw
as key to his fading candidacy. Said Sragow, "He chose to respect the numbers he was
being given by the president's polister.”

But in the end, and in ways Checchi had not expected, his money had become his
message. And he himself had come to define prodigal spending, political style—a
development summed up in the pointed slogan Shrum's former partner Doak wrote for
unlikely victor Gray Davis: "Experience money can't buy.”

Staff researcher Madonna Lebling contributed to this report.

The Series

Sunday: Cowboys and Outlaws

Today: A Campaign the Consultants Made

Tuesday: The TV Bazaar

Wednesday: The Internet Future

The Players

Al Checchi

A corporate takeover artist, Checchi had never before run for office when he entered the
California gubernatorial race in 1997. He spent $40 million—-all his own money—but
finished with only 13 percent of the vote in the Democratic primary.

Robert Shrum

Today a top adviser to Vice President Gore, Shrum served as the admaker and chief
strategist for Checchi. He is best known as 2 graceful speechwriter—as well as for his
acrimonious breakups with former partners Patrick Caddell and David Doak, both of
whom would play a role in the 1998 California race.

Mark Penn

Penn, who handled the polling for Checchi, is President Clinton's pollster and was
brought to the White House, along with his partner Doug Schoen, by Dick Morris. This a
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election cycle, Penn was ousted as Gore's polister but is working for Hillary Rodham
Clinton's New York Senate race.

Darry Sragow

Checchi's campaign manager, Sragow is a veteran California consultant who had worked
both with and against Shrum in previous Golden State races. :

Lord Butcher Co.

A direct-mail firm that has since split up, it was hired for $2 million to increase Checchi's
support among absentee voters. Shrum and Penn helped the firm land the account with

Checchi's campaign. They were separately paid a total of $75,000 from Lord Butcher to
help with the mailings.

Georgetown Post

A Washington, D.C., television post-production firm, where many of the ads Shrum
produced for Checchi were edited.

Return to Search Resuits

A GLIBNGIETPOEX 7o :

. CLASSIFIEDS ~©

MARKETRLACE

ATTACHMENT 2

Page Eé _of_[_éa-——

 Archives?n action=doc&p_docid=0EB2C42D57D430F2&p_docnum=3&s__dlid=DL01030621 6/21/03
| Fxhibit C




DECLARATION OF RICHARD E. WELSH

I, RICHARD E. WELSH, declare as follows:

1) I am the Assistant Treasurer of LaRouche's Committee
for New Bretton Woods ("LCNBW"). I am fully familiar with the
contract between LCNBW and seven literature distribution
companies ("the vendors") and. its administration.

2) In response to the Preliminary Audit Report, LCNBW
stated that the contract rates agreed to between the vendors and
LCNBW were designed to ensure that "all campaign related costs
incurred by the vendors would be captured and duly compensated."
(Response. to PAR, p. 5). These rates included, for present
purposes, the 80% markup in operation from April, 1999, when
intense campaign activities commenced, until September of 1999
and the 50% markup in effect from October to December 1999.

3) In the Final Audit Report, the FEC stated for the first
time that the markups in the vendor rates above cost could not
pe justified because the campaign had not specified what costs
were not captured by 1its allocation formula, had not provided an
nallocation of the markup among the various enumerated purposes
that it served," and because non-profit companies cannot make a
profit. On these grounds, the FEC deemed all of the markups to
be advance payments although they were never characterized as

such by the campaign. The FEC thus disallowed any markup over
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the actual costs incurred by the regional vendors.

4) The Final Audit Report was the first time LCNBW was
informed of these specific FEC concerns about the markup.

5) The overriding concern which led to the markup rates in
the vendors billings for the active campaign period of 1999 was
avoidance of the prohibition in the Federal Election Campaign
Act against corporate contributions, 1i.e., that the distributors
would provide something of value to the campaign without
appropriate compensation. In the Audit of Mr. LaRouche's 1996
campaign, the FEC's General Counsel suggested that these same
vendors may have made corporate contributions to that campaign
because they were not adequately compensated.

6) in establishing the g0% markup rate for the period
April 1999 through September 1999, and the 50% markup for
October through December, 1999 the following thoughts and
constraints were foremost:

A) The FECA énd regulations thereunder require that all
costs, including indirect costs be captured and compensated. In
april of 1999 there was concern that not all costs would be
captured by the methodology employed by the campalgn including
such costs as non- fundraising use of the telephones, mail, and
office equipment, €tc.. for outreach to Democratic Party
constituency leaders and press; administration and coordination

of volunteer efforts; research; and FECA compliance. It seemed

Alscvaaand
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obvious to us that in building the infrastructure for a grass
roots campaign, many indirect or hidden costs would be incurred
at the front end of the campaign.

B) The FECA and regulations thereunder also require that
vendors charge commercially reasonable and market rates for
goods and services provided to campaigns and FEC Advisory
opinions state that providing goods and services at cost or at
less than market value representé a corporate contribution;

C) The FECA, regulations thereunder, and FEC Advisory
Opinions state that most of the costs specified in the
facilities contract between the vendors ;nd the campaign could
be paid in a commercially reasonable time, but other provisions
of the law, regulations, and opinions concerning activities by
corporations and trade unions specify that certain other costs
must be paid in advance. It was unclear how this law applied to
the costs specified in the contract;

D) The markup was intended to provide a mechanism whereby
the campaign could ensure that the vendors were compensated for
both direct and indirect costs (including profit) sufficiently
in 1999 so that when the actual elections in calendar year 2000
commenced, the campaign could devote its resources to direct
electoral activities while paying the distributors at a lower

rate.

d
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I declare under penalty of perjury that the foregoing

true and correct.

/
Executed on \lu/y 2, ,2c03
4

L2 Ve Die

Richard E. Welsh
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LaRouche’s

New Brerron Woobs

P.O. Box 89 Leesburg, VA 20178

To: Nicole Clay
Audit Division
Federal Election Ccrnmission

Fax #: 9/0}-2—/7” 3"/‘§5

From: Richard Welsh
Re: Answers 1o questions submitted by email
Date: Apnl 9, 2000

# Pages including this cover: 6
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Questions of 3/9/01

1. How were the contributions solicited? Where was the geographic locale of the
fundraising? Who performed the fundraising?

Contnibutions were solicited by campaign volunteers, located throughout
the country. Many, though not all, volunteers were in the cities identified in the

Region Codes discussed in Question
telephone, and by appeals 10 passers
population occur (e.g., transportation

employment offices, and

post offices; urban concentra

#4, below. Solicitations occurred by
-by in public venues where concentrations of
depots; traffic stops; motor vehicle offices,

tions such as shopping and

government office districts: factories and other large employers). In such “field”

solicitations, campaign organizers mig
generally pass out campaign literaure.
casual discussions between campaign s

neighbors, co-workers, and so forth.

ht carry signs Or posters, and would
Less formal solicitations occurred in
upporters and their family, friends,

9 Please identify the fields/codes on the receipt data processing sheets that
accompany each contribution. "

Comp: Commuttee identifier, i.e., 622 = LaRou
Bretton Woods. Since there are no affiliated co
number that will appear 1n this field.

Dare: Deposit date of instrument

Bnk: Bank.

Client: Unique system-

Cash Num: Unique syste

deposited); same as “Receipt Item”

§ Received: amount of the contn

Fees: Field not used

che's Committee for a New
mmittees. that is the only

generated number for each contnbutor

m-generated number for each cash receipt (item

bution item deposited

Total remitted: Field not used; would report totals of a deposit if the report

covered more than one item

(e.g., an entire batch)

The last line shows, in order, entries for the following fields:

Region of ongin (alpha, 3-character)
Initials of volunteer raising the contribution (alpha, 3-character)
Deposit (batch) number within date
Instrument type (Check, Money Order. Cash)
Instrument number

ATTACHMENT
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3. According 1o the file layouts, there are four source codes for contributions,
campaign generated, federal funds, other. and unsolicited mail. Please

approximate u percentage of each source received. Please explain in further
detail what each source means.

These fields were inherited from prior versions of the software. and were
never used for any analytic purposes. Aside from federal funds and campaign-
generated, there was probably no data entry to them. except perhaps by accident.
Unsolicited contributions were very rare in any event, and were for the most part
coded as campaign-generated, because, as noted, there was no policy of using the

fields. Unsolicited contributions would constitute a small fraction of one percent
of total contributions. :

4. In the prior audit of the '96 LaRouche Commitee, | noticed that the ciry/regional

codes listed on your reccipts processing sheet™ represent the cirv/region where the
contribution was sent, is this still their represc::tation”’

No. This code identifies the location of the campaign volunteer who
obtained the contribution. The contnbution might be sent there, and forwarded

from there to the Committee, or it might be sent directly by the contributor to the
Committee. :

Question of 3/13/01

1. Did the Committee use the void information fields: void-num and void-tm-num, 1o

record voided receipts’ If so, what rype of “voided receipts” would be captured
in this field?

Yes. Voided Receipt means a deposited contnbution or any other receipt,
that was returned by the issuing bank for NSF or comparable reasons. The date of
the voiding transaction 1s the date of the debit memo issued by the Commuttee’s
bank (date deducted from the Committee’s bank account).

ATTACHMENT i
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Questions of 3/22/01

Contribution Question:

1. Could you please identify: Line 21 Other Receipts - $20, this was reported on the
4" Quarter 1999 report. We could not locate the backup documentation for this
receipt.

This was a $20.00 check deposited in error to the Commuttee’s bank
account, intended for a different payee. The deposit was 1o Crestar Bank,
10/15/99, deposit #1, line itemn #1. The check is from H. Bruce Coslor of
Nebraska. Upon identifying the error, the Commitiee issued = payment to the
intended recipient, KMW Publishing Company. Inc., check #1538, $20.00. 1ssued
10/19/99. The payment was reported on the same quarterly report as an “Other
Disbursement.”

Disbursements Questions:

|. Please explain i the procedure for making a “payment” and “expenditure” from
the purchase order 1o the actual issuance of a check: please include how/vhen
allocation 1o the staics were recorded.

We don't fully understand what 1s sought in this question. as 1t 1s phrased
rather broadly. Can you break it down, or refine 1i?

Regarding the allocation portion: For simple one-l0-one allocauons. e.g.,
rental of a room for a campaign meeting 1n a particular state, the allocation 1s
recorded along with the recording of the disbursement (or invoice) itself, as part
of that transaction.

For more complex. that1s, multi-state, allocations, there are prnmanly two
varieties. First, for reimbursement (0 companies whose office facilities were used
by the Committee. these were posted at the time of posung the mvoices, using the
allocation ratios provided by those companies. (In some €ases of these. the
invoices may have been posted first, and then updated later with the allocations, if
the allocation ratios were not available at start-up; the Commuttee filed a number
of amendment reports to adjust previous allocations).

For campaign literature shipped to multiple states. recording of allocations
had to wait until the hterature had been shipped, since this could occur overa
period of weeks or even months following 1ts producuion. and the recording of
typesetung and prinuing invoices (and their payments) that. necessanly. occurred

ATTACHMENT a —_—
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up-front. In these cases, allocauions were entered when the information had come
in, by calling up the production cost transactions (generally, vendor invoices),
changing the allocation code from NAL (“Needs Allocation™) to ALL
(“Allocated™), which then takes the operator to the Allocation Entry screen, and at
that point entering the allocation amounts. As noted above, allocation amendment
reports were submitted on a number of occasions 1o deal with this circumstance
(as noted also in documents previously submitted during this Audit).

Please document the Committee’s petty cash procedures.

The Committee only used petty cash (as opposed to checks), on four
occasions. The procedure was to draw cash from the bank (posted as an internal
transfer, out of Crestar Bank into Petty Cash “bank™); issue it to the responsible
person for disbursement, and upon completion of the activity for which it -vas
issued, post the ultimate expenditure as a disbursement from Petty Cash “bank,”
and redeposit any surplus to Crestar Bank (as internal transfer from Petty Cash to
Crestar). The four occasions were:

June, 1999: $100.00 issued for a campaign event in Michigan: $42.00 paid
to the meeting site (Vendor “Coffee & Cream,” COFF482) June 5; $58.00
redeposited June 11;

June 25, 1999: $25.00 transferred to petty cash and issued i1n same amount
as a per diem to campaign volunteer Hugo Lopez Ochoa;

September-October, 1999: $50 transferred to petty cash: $40 issued as per
diem to campaign volunteer Stu Rosenblatt, leaving $10 in fund: this
supplemented with a $390 transfer, to make up per diem disbursements in
the amount of $100 each to four campaign volunteers for a number of days
spent representing the campaign at the AFL-CIO convention in Cahiforma:

June, 2000: $900 issued to campaign volunteer Rochelle Ascher for
logistics surrounding the campaign-initiated Democratic Platform
Hearings in Washington, DC, mainly ground transport for attending
delegates. Receipts provided by Ascher and posted as of June 30: balance
of $250 transferred back to Crestar Bank July 14.

The above can be found in the Check Register and Bank Balances reports
previously submitted.

How did the Committee account for voided checks and stop payments’?

When a check was voided (e.g.. having been lost by the vendor, or in the
mail before reaching the vendor), a voiding transaction was posted againstit. This
created a new transaction, which appeared in relevant reports a negative
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disbursement (bank activity reports, vendor ledgers, and Schedule B reports of
FEC Reports of Receipts and Expenditures). If the voiding occurred within the
FEC reporting period in which the original check had been issued, neither the
original check nor the reversal appeared in reports. The voiding (negative
disbursement) appears in such reports, only if the original disbursement had
already been previously reported. In cases where a check had been issued but not
sent (e.g., having some error in its preparation), or voided prior to preparation
(e.g., it was damaged), then that check number would simply posted as a zero-

item, to “vendor” VOIDCHK, to preserve a complete record of the check number
sequence.

Did the Committee advance funds to personnel? If so please give the details.

The Committee’s policy was not to issue advances, but rather to reimburse
volunteers for outlays on behalf of the Committee. One exception was the
advance to Ascher noted above, regarding Petty Cash for a complex Washington,
DC event. There may have been one or two other exceptions; if so, the
disbursement would have been posted to the expense at issue (e.g., travel); and
any excess, reimbursed to the person. There were no advances, other than the one
cited. in excess of the final costs.

Does the Committee have a budget and/or commitment files? If so were copies-of
these records submitted with the vendor files?

It does not have such files.

ATTAC T
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FEDERAL ELECTION CONMMISSION

WASHINCTON, D C 20463

July 26, 2001

Ms. Kathy A. Magraw, Treasurer

LaRouche’s Committee for a New Bretton Woods
P.O. Box 89

Leesburg, VA 20178

Dear Ms. Magraw:

The Audit staff has made several requests for additional records and information
that have not been addressed by LaRouche’s Committee for a New Bretton Woods
(LCNBW). On June 25, 2001, more detailed backup documentation was requested to
support the monthly invoices received by LCNBW from American System Publications,
Inc.. Eastem States Distributors, Inc., EIR News Service, Inc., Hamilton System
Distributors, Inc., Midwest Circulation Corporation, Southeast Literature Sales, Inc.. and
Southwest Literature Distributors, Inc. As noted in LCNBW's contractual agreement
with the vendors (see attached sample copy) at item nine paragraph two, the "Committee
mav. from time to time, request that Company provide Committee with documentation
for costs incurred by Company for which Company is billing Commuittee, as described 1n
Sections 6 and 10, Attached are copies of the spreadsheets and the invoices 1n question.

In addition to the request for more detailed records, several questions have
developed regarding LCNBW'’s contractual agreement and business relationship with
hese vendors. Most of the invoices are dated significantly later than the invoice shows
the service was performed. You are requested to provide any earlier invoices,
correspondence, phone conversation memoranda, etc., that demonstrates attempts 1o
estimate the amount due to the vendors or the vendors’ effort to collect the amounts

billed. According to page 5 of “The Guide to Records Inventory Supplement” dated
December 7, 2000;

For a number of vendors, the nature of the service billed did
not permit invoices to be issued as quickly as payment had
to be made. (This was primanly due to the requirement that
the vendor amass data from a completed time period,
analyze it, and bill on that basis; while the level of activity
was high enough, that payment could not wait.) In these
cases, disbursements to the vendor were therefore posted as

Transaction Type ‘Expenditure’ rather than ‘Payment.’
ATTACHMENT ___g
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Amounts were determined based on estimated costs,
following consultation with the vendors, pending
finalization of actual costs.

It appears LCNBW entered invoice numbers and estimated amounts owed t0 these

vendors long before receiving the attached invoices. Please explain, in detail. this
process.

The contracts that LCNBW entered into with each of the aforementioned vendors
were effective beginning July 1, 1997, however the contracts are dated April 30, 1999. It
is after the contract date that the first substantial payments to these vendors were noted.
Did the vendors attempt to collect fees before April 19997 Why didn’t the vendors assess
any interest or late payment fees for the services that they had already provided and on the
uncollected balances owed throughout the campaigu? Please provide any additional
documentation that would e::plair T CNBW s rela**onship with these vendors, and a
detailed history for each of the vendors.

When did the LaRouche presidential committees start using the services of these
vendors, and are these vendors currently being used in the LaRouche 2004 campaign?
LCNBW has accumulated additional debt with six of the vendors since the date of

ineligibility. What actions are being taken to satisfy the outstanding debt to these vendors
with regard to LCNBW?

The vendor invoices supplied by LCNBW usually cover monthly activity,
however a few of the invoices cover shorter periods. for example 4/1 to 46, 4.7 104 30,
12/1 to 12/16. 12/17 to 12/31, please explain this practice. Was it done at LCNBW s
request? The payments 10 EIR News Senvices. Inc.. were umelier than payments o the
other vendors with the same contractual agreement and EIR News Service has no
outstanding invoices. Rather, the work performed by the Audit staff suggests that EIR

News Services, Inc., was overpaid. Please explamn why this vendor was overpaid and
paid more timely than the other vendors.

In addition to the records and information discussed above, it has also been
requested that LCNBW update all receipts and disbursements records supplied including
canceled checks from April 1. 2001 to the present, vendor invoices from October 1. 2000
to the present, bank statements from April 2001 through July 2001, any electronic data
files, contributor check copies, and deposit slips from Octobar 1, 2000 to the present.

All responses and documentation should be forwarded to the Federal Election
Commission. Audit Division at 999 E Street, N.W.. Washinzton, D.C., 20463 no later
than August 9, 2001. Failure to comply may resultma recoimmendation to the
Commission that subpoenas be issued to LCNRW and the vendors. In that case the audit
report will explain that it was necessary 10 resort to a compulsory process to obtain the

records needed to complete the audit.
S 4
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If you have any questions concerning this request, please call Nicole Clay or Russ
Bruner at (202) 694-1200 or toll free at (800) 424-9530.

A Sincerely,

e A

ert J. Costa v
Assistant Staff Director
Audit Division

cc: Richard Welsh

ATTACHMENT a
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P.O. Box 730 Leesburg, VA 20178 1-800-929-7566

www.larouchein2004.com

August 8, 2001

Robert J. Costa, Assistant Staff Director
Audit Division

Federal Election Commission

999 E Street, NW

Washington, DC 20463

Dear Mr. Costa:

This letter, with accompanying documents, completes the committee’s response
to your request of July 26, 2001. The first batch of documents Wwas provided to you by
UPS overnight shipment August 2. Please let us know if anything further is required.

Questions and documentation are addressed below, keved to the questions in your Jetter
as shown in italcs.

On June 25,2001, more detailed backup documentationwas requested 1o Suppont the
monthly invoices received by LCNBW from [seven named vendors].

Your letter clarifies this June 25 e-mail request. which asked for “imore
documentation related to the invoices....” Whatever additional documentation we
have. is provided with this delivery, as identified below 1n answer to the more
specific questions and requests.

Most of the invoices are dated significantly later than the invoice shows the service was
performed. You are requested 10 provide any earlier invoices, correspondence, phone
conversation memoranda, etc., that demonstrates artempts to estimaie the amount duc 10
the vendors or the vendors’ efforts 1o collect the amounts billed.

There are no earlier invoices than those already provided at the start of the audit.
Documents used in the estimation of amounts due are provided as follows.

The first is an Excel spreadsheet, titled “Base Amounts.” This was prepared with
information provided verbally by the vendors, showing each vendor’s estimated
monthly cost of operating the facilities used by the campaign (e.g., rent &
utilities, telephone, costs of getting to public access sites). Invoices to the
campaign were based on charging out these COstS, in a ratio proportionate to the
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campaign’s usage of those facilities (see below for further explanation of this
procedure).

The second is a manual spreadsheet, created in or about January. 2000, showing
estimated or actual billings (depending on what had been received to that point
from each vendor), payments through December 31, 1999, and resulting debt as
of that date, with further entries added over ensuing months to reflect estimated
billings, by month, for the period January 1 — April 6, 2000.

The committee has no documents demonstrating vendors’ efforts to collect

amounts billed, or logs of telephone calls other than as reflected in these
documents.

It appears LCNBW entered invoice numbers and estimated amounts owed to these

vendors long before receiving the attached invoices. Please expuain, in de:ail, tnis
process.

As explained in the committee’s document transmittal form of December 7, 2000
(“Guide to Records Inventory Supplement™), quoted in your letter immediately
preceding the above request, until the end of 1999, the Committee did not reflect
these costs by invoice postings, but rather, by posting of disbursements (using the
transaction type “expenditure” rather than “payment” against an invoice).' The
first invoice transaction posted was as of December 31, 1999, reflecting the debt
1o the vendors as of that date. The manual spreadsheet was used to calculate these
amounts, which were based in some cases on invoices received from the vendors.
and in others on charge amounts that sull had to bz esumated. Invoice numbers.
for the estimate entries, were entered, based on the transaction date, in the form of
YYMMDD, i.e., 991231, since the ADP system requires a number for the invoice
transaction type.

Subsequent to December 31, 1999, checks issued to the vendors were posted as
“payment” transaction types rather than “expenditures,” and invoice transactions
were posted monthly. The invoice posungs were based on estimated amounts, as
described above. When vendor invoices were received, the balance due was
reconciled to these, and entries posted to reflect the reconciled balance. The
committee cut off this reconciliation period as of August 16, 2000, so as to ensure
a comrect balance for NOCO purposes as of the candidate’s Date of Ineligibility.

! These are technical terms pertaining to the Committee’s ADP system, explained at the start of the audit. A
“payment” is a disbursement to a vendor, against an invoice that has been previously posted. An
“expenditure” is a disbursement 10 a vendor, where no invoice has previously been posted. In conventional

general ledger-based terminology. the first would be a payment against a payable. the second an expensed
payment.
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Did the vendors attempt to collect fees before April 19997 Why didn’t the vendors assess
any interest or late payment fees for the services that they had already provided and on
the uncollected balances owed throughout the campaign’?

The vendors did not attempt to collect fees before April 1999. There was no
provision in the contract for interest or late payment fees.

Please provide any additional documentation that would explain LCNBW's relationship
with these vendors, and a detailed history for each of the vendors.

These companies were formed at various times in or about 1987, for the purpose
of selling and distnbuting literature (subscriptions, single copies, and bulk
copies). Their personnel, for the most part, have been actively engaged for many
years in discussing and spreading the philosophical, economic, and puiitical ideas
of Lyndon LaRouche, and were therefore best situated to provide the services
required by this and prior political campaigns by Mr. LaRouche. The specific
relationship between the companies and the campaign, regarding what activities
and procedures the companies and their employees and associates were o do, or
not do, are detailed in the contract, previously provided.

Regarding the financial relationship between them and the campaign, the
companies charged the campaign for the campaign’s use of their facilities (rent
and utilities, telephone, local travel, etc.), plus a markup. The campaign did not
pay for time of the companies’ emplovees and associates, because this was
provided by these individuals on a volunteer basis, for which they were not
compensated by the companies. (Volunteers operating out of these offices

probably also included other persons in those geographic regions not connecled to
the companies.)

The charge for use of facilities was calculated by applying to each company’s
monthly operating costs, a percentage derived as the ratio of campaign financial
transactions (generated by volunteers using the company facilities), to the total
number of transactions generated there. This total (the denominator) consists of
the campaign contnibutions, plus the company’s own literature sales and
contribution transacions.

When did the LaRouche presidential commitiees siart using the services of these vendors,
and are these vendors currently being used in the LaRouche 2004 campaign?

These vendors were used starting 1n 1988, and they are currently being used by
the 2004 campaign committee.

LCNBW has accumulated additional debt with six of the vendors since the date of

ineligibiliry. What actions are being taken 10 satisfy the outstanding debt 10 ihese vendors
with regard 1o LCNBW?

ATTACHMENT
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The answer to both issues is the same: the commitiee uses the facilities of these

vendors, to raise the funds required to pay down the debt (though obviously the

funds raised exceed the costs involved). The committee uses the funds raised to ¢
pay down these, as well as other vendors’ debts, other than small amounts

required for continuing administrative costs. Discussions are in progress regarding
how the rate of fundraising might be increased.’

The vendor invoices supplied by LCNBW usually cover monthly activity, however a few
of the invoices cover shorter periods, for example 4/1 10 4/6, 4/7 10 4/30, 12/1 to 12/16,
12/17 to 12/31, please explain this practice. Was it done at LCNBW's request?

Monthly was the agreed standard. The irregular periods cited were, in the first
instance, to provide for a cutoff as of what was then presumed to be the
candidate’s Date of Ineligibility (Apnl 6, 2000), subsequently superseded by his
reinstatement. The second irregular period was caused by a change in the ADP
system used to record and track the financial activity (number of transactions),
used in calculating the campaign’s pro-rata use of company facilities. December

16, 1999 was the last date of the old system, December 17 the first date of the
new.

The payments 1o EIR News Services, Inc. were timelier than payments to the other

vendors with the same contraciual agreement and EIR News Scrvice has no outstanding
invoices.

With regard to EIR News Service, the alleged disparity 1s only apparent. First,
please note that only about half of the charges from EIR News Service pertained
1o the use of facilities, as covered by the cited contract: the remainder. consisted
of advertising in company publications, fees for editorial and press relations
services, and per-usage charges for the company’s postage meter, that is, for the
account as a whole, EIR News Service provided far more than those contained in
“the same contractual agreement.” Viewed against all vendors. the rate of
payment to EIR News Service 1s about in the middle, slightly faster than
telephone companies, slower than some internet service providers, and slower
than the campaign’s printer, PMR Printing Company, which held a pre-paid
deposit against future work. Even within the narrower domain of the seven
companies providing office facilities, EIR News is not distinguished from six
others. but merely at one end of a spectrum in which the differences between the
other companies, are as great as that between EIR News and the next fastest. See
enclosed table.

2 In the course of reviewing these accounts, an error has been found in calculating the amounts due to three
of the vendors. as of the start-up period of the contract (Hamilton Systems, Eastern States, and Southeast
Literature), based on misreading a decimal position. An accounting will be provided to the auditors under
scparate cover, and corrected in the Committee’s next quarter}y report. The total correction is a reduction of

the debt by approximately $48.000. Q
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Rather. the work performed by the Audit siaff suggests that EIR News Services, Inc. was

overpaid. Please explain why this vendor was overpaid and paid more timely than the
other vendors.

EIR News Service was overpaid, due to errors of totaling billings coming in
during a hectic period of campaign actvity (bills including both the office
facilities use, and advertising and other activity). Arrangements have been made
for the overpayment to be refunded.

In addition 1o the records and information discussed above, it has also been requested
that LCNBW update all receipts and disbursements records supplied including canceled
checks from April 1, 2001 10 the present, vendor invoices from October 1, 2000 10 the
present, bank statements from April 2001 through July 2001, any electronic data files,
contributor check copies, and deposit slips from October 1, 2000 to the present.

These were provided by UPS shipment August 2, 2001, with the exception of the
July bank statement, not yet received by the Committee, and electronic data files,
which await both clarificauon as what files, or types of files, are requested, and

also the return of the campaign’s provider of IT services, who has been on
vacation.

In addition to documents and questions contained in your letter, the following items,
previously requested by auditor Nicole Clay, are provided:

Letter from vendor PMR Printing Company, venifying application of deposit to
open Invoices -

Answer Lo the e-mail question of June 21, 2001: [W]here did the LaRouche 2000
Presidential Comumitiee gef the names of contributors (mailing lists)?

Three sources: names already known 10 campaign volunteers working for the
contracting office-facility companies (see contract, second “whereas™); new
persons met in the course of campaign field work at public-access sites (DMV'’s,
traffic stops, transportation hubs, shopping malls, etc.); and new persons calling
or writing in after receiving leaflets, or seeing or heanng campaign advertising via
prnt, broadcast, or web-based media.

Sincere}y yours,
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LaRouche’s

New Brerron Woobs

P.O. Box 89 Leesburg, VA 20178

October 10, 2001

Nicole Clay

Audit Division

Federal Election Commission
999 E Street NW
Washington, DC 20463

Dear Ms. Clay:

Enclosed please find the information requested at the exit conference, regarding

analysis of charges to the campaign for office and other facilities, in further detail than
that given on the vendors’ invoices.

The documents consist of one spreadsheet for each vendor showing their baseline
expenses for each billing period, the proportion of use of those facilities represented by
campaign activity, any markup, and the resulting amount charged to the commuttee.

Representation of those periods where partial months, or more than one month,

were used for billing, should be self-explanatory, but please call or e-mail me if anything
is unclear.

Sincerely yours,

PR AV

Richard Welsh
Assistant Treasurer

ATTACHMENT
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Richard Welsh

From: Nicole Clay [nclay@fec.gov]

Sent: Friday, October 12, 2001 11:07 AM
To: Richard Welsh

Subject: Questions

Goodmoming Richard. | have some questions regarding the materiais that you
sent.

Towards the end of the contract the vendors no longer charged a markup, why did

the vendors charge a markup?

Some of the vendor costs do not flucate, why? Certain costs like telephone,
utilities, office expense and travel, did not vary during from month to month?

Why did the costs for EIR decrease?

Could you please explain the calculation of the amount invoiced by EIR from
8/1/00 through 9/30/00? It appears that you were invoiced at a higher rate for
an entire month for half of the vendor's cost for the month in August. And in
September you were invoiced at a lower rate for only a month for the vendor's
cost for a month and a half. Could you please explain why.

Thank you for your prompt response. Could you also send copies of your bank
statements, reconciliations July 2001 thru the present and check register July
27,2001 to the present, so that | can update your NOCO statement. Thank you,
please feel free 10 email or call if you have any questions. |1 will be talking

1o Joe and Russ over the next few days and | will let you know if we need more
information.

Nicole
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FEDERAL ELECTION COMMISSION

WASHINCTON D kot

October 29, 2001

Ms. Kathy A. Magraw, Treasurer

LaRouche’s Commitiee for a New Bretion Woods
P.O. Box 89

Leesburg. VA 20178

Dear Ms. Magraw:

As discussed at the exit conference on August 29" the Audit staff would like 10
review the financial records of two regional vendors. Eastern States Distnbutors. Inc. and
Southeast Literature Sales. Inc. We would like LaRouche’s Commuittee for a New
Bretion Woods (LCNBW) to establish an miual point of contact 1o expedite our pending
review. Both regional vendors should make the following records available:

1. bank statements. deposit slips. canceled checks. debit and credit
memoranda for all accounts
2. workpapers showing the computation of the activity ratio including but
not limited 1o an explanation of how receipts were tracked:
" 3. computenzed records:
4. documentation or explanauion for the markup perceniage charged:
“77"5" source documents and other rclated materials for all contracts and lease
agreements:
6. audit reponts or financial statements prepared by an extemnal
‘accounung firm.
7. tax returns:
8. 1nvoices and receipts for all c\penses. and
9. documentation demonstrauny the dervauon of staff billing hours

In addition. several inquirics were madce during the exit conference. relaung
specifically to the business operauions of the regional vendors. Please explain why no
interest or late charges were incurred on the delinquent LONBW account  Publicauon
and Geneial Management. Inc. provided the ADP sysiem for these vendors--were they
billed separately and is this svsiem included as an cxpense billed 1o LONBW?”  When the
regional vendors are not working for a LaRouche presidenuial campaign. how do thev

raise funds 1o cover their expenses? a
ATTACKE
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As mentioned in the conversaion between Nicole Clay of my staff and Richard
Welsh on October 25" we request vour response by November 9" regarding the
availability and location of the records as well as the date that the records will be
available for review. The Audit staff is available to travel 10 the business locations of
Eastern States Distributors. Inc. and Southeast Luterature Sales. Inc.. 10 perform the
review. We will need space for three auditors. Please establish a person on the 1
level that we may contact directly. and staff that were instrumenta
the records.

ceional
1 1n the preparation of

If vou have any questions concerming this request. please call Nicole Clay or Russ
Bruner at (202) 694-1200 or toll free at (800) 423-9530.

Sincerely.

Robc%

Assistant Staff Director
Audin Division

cc: Richard Welsh

ATTAC Q
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LaRouche’s

New Brerron Woobs

P.O. Box 89 Leesburg, VA 20178
1-800-929-7566
www.larouchecampaign.org

By Fax and First Class Mail

- November 9, 2001

Robert J. Costa

Audit Division

Federal Election Commuission
999 E Street, NW
Washington, DC 204763

Dear Mr. Costa:

As reflected in the attached correspondence, your requests concerning an audit of
Southeast Literature Sales (SELS) and Eastern States Distributors (ESD) has been
forwarded to them for a response, which I believe will be forthcoming next week.

I do want to note that contrary to the statement in your letter, no audit of SELS
and ESD, nor the broad nature of your request, was discussed at the exit conference. Staff
only stated that some further documentation would be required for the invoices presented
by the two (to be specified) distributing companies which provided services to the
campaign. Understandably, SELS and ESD request some time to consider the issues your
request presents.

Sincerely yours,

~

/4 -, /:[{//
/7%2/ /ﬁ//’//’ R
/

cc: Odin Anderson, Esq.

ATTAC T Q
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WNDELS MARX LANE & MITTENDORF. LLP
120 ALBANY STRE¥XT PLAZA

Will New BrUNsSWICE. N.J. 08801
iliam C. Cagney NEW YORK NY

Cerufied by the Suprcmt_ Count of New Jersey TEL: (7321 846-7600 PRINCETON. NJ
A1 & Civil and Criminsl Tnal Anomey

FAX: (732] 846-8877 o

weagney@windelsmarx com STAMFOROD. CY

BONITA SPRINGS. FL

November 17, 2001

VIA FAX & REGULAR MAIL

Kathy A. Magraw, Treasurer

LaRouche’s Committee for a New Bretton Wouds
P.O. Box 89

Leesburg, VA 20178

Dear Ms. Magraw:

[ write on behalf of Eastern States Distributors, Inc., whom I represent, to respond to your
letter dated November 5, 2001, and the accompanying letter dated October 29, 2001, from the
Federal Election Commission (“FEC™) to you as Treasurer of LaRouche’s Committee for a New
Bretton Woods (“LCNBW™).

In general, ESDI will provide to LCNBW, for production to the FEC, those financial records
requested by the FEC which ESD1 s obligated to provide LCNBW under the Contract for Campaign
Orgamizing Services and Facilities (“Contract”) dated April 30, 1999. The financial records include
documents supporting ESDI's bills to LCNBW under Paragraphs 6, 7, and 10 of that Contract, as

follows:
1. Source documentation and related materials for ell relevant contracts and lease
agreements under Y10 of the Contract;
2. Invoices and receipts for expenses under 996, 7, and 10 of the Contract; and
3. Workpapers showing computation of the activity ratio.

ESDI expects to provide these financial records to you by late December, but perhaps early
January 2002, given the holiday season and the daunting task of pulling numerous documents from
among voluminous business records. ESDI, for obvious reasons, prefers that the FEC make any
further arrangements, such as accommodating the FEC’s Audit Staff, directly with LCNBW.
Finally, I merely note that the FEC’s request for certain financial records beyond those responsibly
within the purview of its audit of LCNBW arc not being produced to LCNBW, including tax
returns, bank records, audits, and staff hours, although BSDI remains open to considering
supplemental requests for additional records and additional information, with reasons stated, while
I note my concermn with the obvious Constitutional issues implicated by expansive requests andg

ATTACHMENT,
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WovpELs MARx LANE & MITTENDORF. LLP

Kathy A. Magraw, Treasurer
November 17, 2001
Page 2

broadening questions, including First Amendment associational privileges of ESDI, its customers,
vendors, and associates, as well of LCNBW, its contributors, supporters, and associates.

The FEC also reportedly made several inquiries relating specifically to the business
operations of ESDI. In response, ESDI offers the following information. BSDI is a Pennsylvania
not-for-profit corporation, which was organized in November 1986 for the distribution of literature
and for the dissemination of political, scientific, and cultural ideas and which since then has been
engaged in core First Amendment activities primarily by the distribution and sz!e of publications
to the general public, from which its revenues are derived. These publications are political
literature, including New Federalist, a weekly newspaper, Executive Intelligence Review, a
periodic news magazine and intelligence review, 21 Century Science Magazine, various pamphilets,
and special reports. During the LCNBW campaign, pursuant to the Contract, LSDI facilities were
also utilized by campaign volunteers for campaign activities.

ESDI did not contract for or bill any interest or late charges on any delinquent LCNBW bill
or account because it was not its practice to do so with respect to any delinquent accounts. ESDI
did charge a markup from April 1999 through September 1999, in the amount of 80%, and from
October 1999 through December 1999, in the amount of 50%. ESDI negotiated these markups to
insure adequate payment for the increased use of ESDI facilities during these periods, prior to the
front-loaded year 2000 primary elections. Any markup was eliminated in 2000.

ESDI reported LCNBW transactions and all its transactions to Publication and General
Management, Inc. (“PGM™), which in turn provided ESDI with worksheets for each billing period
temizing the number of campaign transactions and the number of all other transactions, from which
the percentage utilized in the bill was derived. ESDI was not billed by PGM for this service.

Please contact me about a specific schedule of delivery for the aforementioned financial

records.

Very truly yours,

WILLIAM C. CAG%/)/
WCC:fp

ATTACHMI&I‘ —M_—__
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KNIGHT, MANZI, NUSSBAUM & LAPLACA, P.A.

Auocrneys st Law

November 19, 2001

VIA FACSIMILE TRANSMITTAL
(1-703-771-9492)
And By Regular Mail

Ms. Kathy A. Magraw, Treasurer

LaRouche's Committee for a
New Bretton Woods

P.O. Box 89

Leesburg, VA 20178

Dear Ms. Magraw:

| represent Southeast Literature Sales (“SELS"). | have received
and reviewed your letter dated November 5, 2001 and the accompanying

letter from the Federal Election Commission. SELS will provide -

documents su portin%'}ts charges to LaRouche’s Committee for a New
Bretton Woods (‘LB "% for use of its facilities by LBW and the
disbursements made to SELS by LBW, under the contract. At this time,
SELS respectfully declines the EC's request for an onsite audit of SELS
and the FEC's other requests for documents which appear to have no
relation to the use of SELS' facilities by the camdpaign. SELS remains
open to reconsidering its position if reasons are a vanced by the FEC as

to why the documents that SELS is providing do not satisfy any concerns

the FEC has about LBW's use of SELS' facilities during the 2000
Presidential campaign.

Accordingly, SELS will provide to you, for delivery to the FEC: (1)
Source documents and other related materials for all contracts and lease
agreements used in calculating the charges by SELS to LBW for facilities
use under the contract; (2) Invoices, bills, receipts, and payments for
SELS' facilities use billed to LBW under the contract, e.g. for SELS rent,
telephone, automobile charges, etc.: and (3) Work papers showing the
computation of the activity ratio.

in the October 29, 2001 letter to LBW, the FEC asks certain
questions about the activities of “vendors.” It is unclear from the letter
whether these questions are addressed to SELS or to LBW. After
consultation and discussions with my client (SELS), | can advise you of the
following:

The FEC has asked what SELS does. SELS is a Maryland not-for-
profit corporation established and active since 1987. SELS engages in the
cales and distribution of political literature to the public. including a weekly
newspaper, The New Federalist, a news magazine, Executive Intelligence
Review, a science magazine, 21 s Century, and a variety of special reports,
pamphlets, and books. Its revenues are derived from the sales of these
publications.

ATTACEMENT
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Ms. Magraw
November 19, 2001
Page 2

__As you know, during 1999 and 2000, LBW contracted for the use of SELS’
facilities by volunteers for the campaign. The contract established that payment for this
use was to be based on an allocation formula. SELS' baseline monthly facilities
operating expenses were calculated on a monthly basis. This baseline figure was then
multiplied by a percentage, consisting of the total number of LBW campaign contribution
transactions resulting from the use of SELS' facilities by the campaign, divided by the

total number of sales transactions engaged in by SELS for all of its customers for each
monthly period.

The FEC has asked for an explanation of how SELS tracked the “receipts” used
for the percentage figure in the allocation formuta. SELS reported LBW transactions and
its publication sales transactions to Publication and General Management, Inc. PGM,
in turn, provided SELS with work sheets for each billing period itemizing the number of
campaign transactions versus other transactions. SELS used this percentage in billing
the campaign. SELS was not billed by PGM for this service.

The FEC has also asked about the basis of markug charged in April of ‘99
through September of ‘99 (80%) and in October of ‘99 through December of '99 (50%).
SELS and LBW ne%otiated this markup to insure adequate payment from LBW during

a period in which LBW had greatly increased its campaign activities in preparation for
the 2000 Presidential Primary Elections. As you know, most major primaries occurred
during the first three months of 2000. This markup was eliminated in 2000. SELS did
not charge late fees or interest when the LBW account was delinquent because itwas
not and is not its practice to charge late fees or interest.

The document requests in the FEC's October 29, 2001 letter raise serious First
Amendment concerns. The officers and employees of SELS are members of a
controversial political movement led by Lyndon LaRouche. The publications SELS sells
espouse these views. For decades federal and state agencies have investi?ated
LaRouche and anyone associated with him including financial supporters, land ords,
vendors, and banks based solely on the views expressed in the publications.
individuals who contributed to Mr. LaRouche’s Presidential campaign chose to make
their é)omical association public. Many other individuals who associate with or support
SELS and Lyndon LaRouche and who did not contribute to LaRouche’s presidential
campaign do not wish to make their association public. These associational privacy
concerns and others are put directly in issue by the FEC's requests.

From what | understand from my client, the underlying documents SELS used to
establish its facilities operating expenses for monthgr binin%wrposes represents a
substantial quantity of documents. | also understan that L has alreadﬁirovided
the FEC with SELS invoices to LBW, the contract, and LBW's payments to SELS. | am
confident that the documents SELS has agreed to provide, together with my availability
to inquire and answer any questions the EC may have of my client based upon this
production, will satisfy any concerns the FEC has under applicable law.

SELS is not a large operation and the holidays are now bearing down upon us.
| anticipate that we can provide the documents requested by the first week of January.

Please let me know if this is satisfactory.
ATTAC T
Very truly yours, Page of ._..,b%——-
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ANDERSON, ROSSI & DAVIS

ATTORNEYS AT LAW

FouR LONGFELLOW PLACE ~ SUITE 3005 ~ BOSTON, MASSACHUSETTS 02114
(617) 742-8200 - FacsmiLe: (617) 742-7876

September 6, 2002

Joseph Stoltz

Assistant Staff Director

Audit Division

Federal Election Commission
999 B Street NW
Washington, D.C. 20463

By Facsimile and Overnight Mail

Re: Request for an Extension of Time in which
To Respond to the Preliminary Audit Report Concerning
LaRouche's Committee for a New Bretton Woods

Dear Mr. Stoltz:

As you know, | represent LaRouche's Committee for a New Bretton Woods
("LBW"). On July 17, 2002 the Audit Division issued its Preliminary Report concerning
LBW. Under the normal FEC procedures, LBW's response to the Preliminary Report
would be due September 19, 2002.

The main issue raised in the Preliminary Report concerns documentation for
expenses incurred pursuant to a contract between LBW and seven vendors operating
in different regions of the United States. After conducting an audit of certain operating
accounts of two of these vendors, SELS and ESDI, the Audit Division in the Preliminary
Report requested that additional documentation be produced for these two vendors and
that all pertinent documents concerning expenses subject to the contract between LBW
and the other five vendors be produced. Since the Preliminary Report was issued,

LBW has undertaken to procure and produce these records which are voluminous.

Based on discussions between Nicole Burgess of the Audit Division and Richard
Welsh of LBW it now appears that the earliest the FEC could audit the remainin?
documents from the five vendors would be the week of September 16, 2002 in
Leesburg, Virginia. Based on this, the September 19th date for a Response to the
Preliminary Audit Report is not reasonable or feasible.

in order to allow for the FEC's review of the ducuineuts provided, to allow LDW
an opportunity to respond to any remaining questions the Audit Division may have, and
to allow for changes or supplementation by the FEC of the Preliminary Audit Report, |

propose the following alternative schedule: g
- A'r'ucw
of
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September 16th-20th. Audit of the records of the five remaining vendors

in Leesburg, Virginia and production of additional documentary materials
requested by the Audit Division.

September 27th. Notification by the FEC to LBW of any remaining issues

to be addressed concerning its contract with the vendors following the
audit in Leesburg, Virginia.

October 4th. Any changes or supplementation to the Preliminary Audit
Report by the FEC delivered to LBW.

October 18th. LBW's response to the Preliminary Audit Report as
amended and the FEC's September 26th identification of remaining
issues, if any, concerning the contract with the vendors.

Obviously, there is some wiggle room in these dates for what we may both agree
are contingencias arising from such a large document production. Please let me know
whether the above schedule or some reasonable alternative is acceptable to the FEC
by September 12th, if not sooner.

Very truly yours,

Ob

QOdin P. Anderson

cc: Ms. Nicole Burgess
Richard Welsh
Kathy Magraw

ATTAC
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Richard Welsh

From: rgillingwater @tec.gov

Sent: W ednesday, November 20, 2002 7:06 AM
To: Richard Welsh

Subject: Re: Question and document wrap-up

Ratio reports.doc
(20 KB)

Hi Richard. Thank you for the information.
back to you today.

Richard Welsh <rwelsh@levitjames.com> On 11/19/2002 04:36:43 PM

To: Rhonda Gil.ingwater <rgillingwater@fec.gov>, Nicole Burgess
<nburgess€lac.go >

cC:

Subject: Question and document wrap-up

See attached reply to question on activity ratio reports.
(see attached file: Ratio reports.doc)

I have passed it onto Russ Bruner. Will get

ATTACHMENT _ 2 —
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Richard Welsh

From: rgillingwater @fec.gov

Sent: Wednesday, November 20, 2002 11:03 AM
To: Richard Welsh

Cc: rbruner@tec.gov

Subject: Re: Question and document wrap-up

Pl

November 20 Ratio reports.doc
request for doc.do... (20 KB)

Richard:

Here are the remaining requests. Please let me know when we can expect them.

Thank you
Rhonda Gillingwater

(See attached file: Novembc- 20 request for doc.doc)

Richard Welsh <rwelsh@levitjames.com> on 11/19/2002 04:36:43 PM

To: Rhonda Gillingwater <rgillingwater@fec.gov>, Nicole Burgess
<nburgess@fec.gov> ’

cc:

Subject:

Question and document wrap-up

See attached reply to guestion on activity ratio reports.
(See attached file: Ratio reports.doc)

ATTAC
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Richard Welsh

From: Richard Welsh [rweilsh@ levitjames.com]
Sent: Tuesday, November 26, 2002 2:38 PM
To: rgillingwater @tec.gov

Subject: RE: Question and document wrap-up
Rhonda:

1 don't know what you mean by question #2 ("why does EIR pay rent for PGM").
be more specific, and point me to the relevant documents? We are assembling a co
final reply to all matters raised, and would like to inc

Can you
nsolidated
lude this with the others.

Thank you.

Richard Welsh

————— Original Message-----

From: rgillingwater@fec.gov [mailto:rglllingwater@fec.gov]
sent: Wednesday. November 20, 2002 11-03 AM

To: Richard Welsh

Cc: rbruner@fec.gov

Subject: Re: Question and document wLap-up

Richard:

Here are the remaining requests. please let me know when we can expect them.

Thank you
Phonda Gillingwater

\See attached file: November 20 request for doc.doc)

21chard Welsh <rwelsh@levitjames.com> on 11/19/2002 04:36:43 PM

To: Rhonda Gillingwater <rglllingwater@fec.gov>, Nicole Burgess
<nburgess@fec.gov>

cc:

Subject: Question and document wrap-up

see attached reply to guestion on activity ratio reports.
(see attached file: Ratioc reports .doc)




Richard Welsh

Page 1 of 1

From: Richard Welsh [rweish@ levitiames.com}

Sent: Friday, January 03, 2003 9:24 AM

To: 'rgilingwater @fec.gov'; ‘nburgess @tec.gov'
Subject: LaRouche's Committee tor a New Bretton Woods

Hi, and happy new year.

Any news, status reports, or further inquries on the audit?

Thanks,
Rich Welsh

ATTACHMENT _’_&_m
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peposit Batch Control and Contribution Record

Crestar Bank

LaRouche's Committee for a N

Battlefield Shopping Center

Leesburg, VA 20176
Account #202836274

LAROUCHES COMMITTEE FOR A NEW BRETTON wOoO0DS

P O BOX 89

LEESBURG. VA 20178

/
A/ /
(&)= {o

CRESTAX

Crestar Bank
Alexangna Virginia

120560030781

SUNTRUST

# |

¢0¢ca3

ew Bretton Woods '

Bank #571
Deposit Date /o s ferol
Deposit # / -

# of Items 4

!
] CUHENCY &

/ s e OOC'

EZ27Ln

RECEipt V. ‘

The deposit or payment for which this receipt 1s 1ssued 1s accepled subject t0 the rules and reguiations of this

pank. Deposits may be subject to verification and extended holds.

\ DEPOSIT AMOUNT:

ACCOUNT NUMBER: €274

$1,000,G0

6796 (00110 24 LesC 10714 0L 07

BICINESS DRTE:
BRTCH 10+

1
¢

SEYIS!

a4z

Q20¢

Page

Exhibit S




Deposit Batch Control and Contribution Record
LaRouche's Committeé for a New Bretton Woods

Crestar Bank
Battlefield Shopping Center
Leesburg, VA 20176
Account #202836274

Bank #571

Deposit Date /© s /c/ol
Deposit # VA :
# of Items /

EIRNEWS SERUIGE.INC. & ELEgp—. -
212 RANCH 442
WASHINGTON. O C. 20041-0390 Balumore, MD 21201 BRANC!
305-00’)23-’47-*)(0—015746&—&-82 -052942¢2 DATE 106/18./2001 4 QE3R4=Z
PAY i 22 S g e e B e O R pe S R e b TR R P L R 0 e Ch it s ER IS QML AL AR
TO THE r_
ORDER
o LAROUCHE S COMMITTEE FOR A NEW
ERETTON WOODZ / %}"
PO BOX 69 w; .
LEESBURG va 20178 /
53943 v 20520003430 Q7?0076 453

ATTA
Page

a

o

of __|

Exhibit S



v U BOUX 17390

Cemeecmwas s 0PNV IPUD STATEMENT
THE ATTACHED CHECK IS IN PAYMENT OF ITEMS DESCRIBED BELOW

“WASHINGTON D G 900410350 tF NOT CORRECT PLEASE NOTIFY US PROMPTLY. NO RE CEIPT DE SIRED 5 394 32
DESCRIPTION oo
305-0002347-XD-0157466-622  -0539432
10/15/01 REFUND OVERFPAYMENT $1.000.00
t
) cunmzney e
LAROUCHES COMMITTEE Fg& alg\ NEW BRETTON WOODS -
PO -, ..
LEESBURG. VA 20178 -
/ / [ ) C,’ ~— <
// /
(&) 1«0
CRESTAX
iut:a‘:’cfaa':‘ugmna / <o C) ¢ <
# |

12058003075 20283627l

SuUNTRUST

Receipt _ 2

The deposit or payment for which this receipt is i1ssued is accepted subject to the rules and regulations of this
bank. Deposits may be subject to verification and extended holds.

\ DEPOSIT AMOUNT. $1,000,00

ACCOUNT NUMBER: €274 Ve (217

6786 COL11S 04 1060 1071670 01:17

BLSINEES DATE:

t 107150} . 2
ERTCH ID: £2854207 ATTACHMENT __ -

[}

20¢ Page __LQ—D— of —ng"—

Juestions? Call 1-888-SUNTRUST (1-888-786-8787).

Thank You For Banking With SunTrus! Ex‘"b“’ S




Ll
)

Deposit Batch Control and Contribution Record
LaRouche's Committee for a New Bretton Woods

Crestar Bank Bank #571

Battlefield Shopping Center Deposit Date 16 729,z /
Leesburg, VA 20176 Deposit # / :

Account #202836274 . # of Items

LARO(:JCHES COMMITTEE 5803 5‘9\ NEW BRETTON WOODS
LEESBURG, VA 20178

/o/;z 3’/0/

Crestar Bank
Ajeran0ona Virgina

1056004079 2028 jge7Lr

SunTruST Receipt

The genosit or payment for which this receipt is issued is accepted subject to the rules and regulations of this
bank Deposits may be subject to verification and extended holds.

" ACTT AmA

DEPOSIT AMSURT: 31,800.00
A ] [ RS 1Y ] - .

RCCOUNT HNUMBER: 6274

€35 OO00NS 08 1480 103500 133
QEIMESS [TC: 10 2340

BaTCM 1D £704a0iE

0204

Page

Questions? Call 1-888-SUNTRUST (1-888-786-8787). Thank You For Bankina With SunTrust

ATTACHMENT ____Q

) 5 I

/ d P =

_or__lO7

Exhibit S



' c ai i ion Record
Deposit Batch Control and Contribution
LfRouche's Committee for a New Bretton Woods

-~

Bank #571

Crestar Bank } b ot .

Battlefield Shopping Center DEPOS§§ gate JL—{}£21—£J§

Leesburg, VA 20176 Deposi N ;

Account #202836274 : # of Items .

r
EIR NEWS SERVICE, INC.
P O BOX 17390 a8? . H a"ﬁrSt Allficst Bank 7111520

WASHINGTON DC 20041-0390 Balaumore, MD 21201 BRANCH 42
Z05-0002247-¥D-01E7C1c-62c -0537501 DATE 10, 2c/8201 H# CE=2RE01

PAY g 2t e e S R OO B e b 2 N2 P R R R R R SR RS e R e R rges 1 000,50 F U.LS.
TO THE
ORDER

oF LAROUCHE 'S COMMITTEE FOR A NEW

ERETTON WCODS

PC BOY 8% AfW d[ M//J o
LEESBURG VA 2017 v d s |

®53950 4 1205200044312 970076453 |

0

B e
r
ra

v . -
’ . : ATTACHMENT ’——;——
A Page _ILL__ of _M—_

Exhibit S




l DETACH AND RETAIN THIS STATEMENT

539501

.o SER\”CE, INC. THE ATTACHED CHECK IS IN PAYMENT OF ITEMS DESCRIBED BELOW
. O BOX173%0 IF NOT CORRECT PLEASE NOTIFY US PROMPTLY. NO RECEIPT DESIRED
. NGTON. DC. 20041-0390
K AMOUNT
DESCRIPTION .
305~000234?—XD—0157516-622 -0525501
31.000.00
10/22/701 REFUND OVERPAYMENT
S
OR A NEW BRETTON wOoOoD
LAROUCHES COMMITTEE gaox i
LEESBURG, VA 20178
) 5 IY

/a/; 5’/0/

At

Crestar Bank
Alexanana, Virgmia

11056004075 202 32 7L

S UST Receipt

The deposit or payment for which this recet
pt 1S issued IS accepled subject 1o the rules and re utations of th
bank. Deposits may be subject to verification and extended hoids s ®

Are, i .

ACCOUNT HUMBER: &2
£736 TA00S 08 Ge0 a0l
BUINESS DRTE: 10,2300 Page

puaTle 10:

\ BEPOSTT AMAMIT: $1.,060.00

LN

D N3
I P

CheaiE

74
5 ; ATTACHMENT

/S oy =

p

™

of

Exhibit S



Deposit Batch Control and Contribution Record
LaRouche's Committee for a New Bretton Woods

crestar Bank

Battlefield Shopping Center
Leesburg, VA 20176

Account #202836274

LAROUCHES COMMITTEE FOR A NEW BRETTON wOO0DS

P O BOX 89
LEESBURG. VA 20178

/0/.30/0[

CRESTAX

Crestar Bank
Alexandna, Virgina

Bank #571

Deposit Date _ﬁ/—g” ro!
Deposit Z -
# of Items /

;0o 0 T

/000 —

12058000 79% 20eB3IB2TL #2

SuNTRUST

Receipt

The deposit

pank. Deposits may be subject to venhcation and extended holds.

GEPOSIT AMOUNT. $1,000.00
ACCOUNT NUMEER: £274

BUSIHESE ORTE: 1020000

TR c 381584

)

or payment for which this receipt 1s 1ssued I1s accepted subject 10 the rules and regulations of this - -

ATTACHMENT
Page

Exhibit S

- - aran OLaTeme



Deposit Batch Control and Contribution Record
LaRouche‘'s Committee for a New Bretton Woods

Crestar Bank Bank #571 4 g0

Battlefield Shopping Center Deposit pate _7¢ /37 o/ .
Leesburg, VA 20176 Deposit & 4 -

Account #202836274 : # of Items _/

EIR NEWS SERVICE, INC. R.'GG

P.O. BOX 17390 e Sy oy
WASHINGTON, D.C. 20041-0390 ’ 150y :::-E?:ff-‘.:..f::::-u 153,
WASMINGTON. ©.C 30008 WY —_—01
540
NG DTy vy -
305-0002347-4D 0157517-622 08512721 DATE 10/2952001 # 0ti127E:
4 v =7 - = 7_“

PAY  ——eze i ‘ ; .
S e ] !-{-%~5-?—(—¢%fi—%{'*%*%*6%{ *ﬁ'*#.‘**‘,‘-"!‘%i;‘%'%"k'l’:"ﬁ'%t’-‘%»}%-‘.‘--r £ g oy ~
TARREESEEE421.000.06C 3 U.S.

TO THE r—
ORDER
OF
LaggggHE's COMMITTEE FOR A& NEW
TON WOODS w2
FO BOX 8% [ﬁé:// i7414//
LEESEURG VA 20178 e fe Cé:;b

J

*51278 1 OSLOD0CO30 Oiwi 70800 cbn

> o
ATTACHNENT g

Paee-_l:);€; ‘of lg;fi
- ExhibitS



THE ATTACHED CHECK IS IN PAYMENT OF ITEMS DESCRIBED BELOW.
IFY US PROMPTLY, NO RECEIPT DESIRED. 51 27 8 1

IR NEWS SERVICE, INC.
-o. BOX 17390 F NOT CORRECT PLEASE NOT
IASHINGTON, D.C. 2004 1-0390

DESCHIPTION AMOUNT

505-0002347-XD-0157517- 622 _gg12781
12/25,01 REFUND OVERPAYMENT 91.000.00
j" t -
' ) ATTACHMENT a
: Page __.LLB—— of _ ‘Sg

Exhibit S



Deposit Batch Control and Contribution Record
LaRouche's Committee for a New Bretton Woods

Crestar Bank Bank #571

Battlefield Shopping Center peposit pate /[ /& sol
Leesburg, VA 20176 Deposit # { :
Account #202836274 . # of Items /
LAROUCHES COMMITTEE FOR A NEW BRETTON WOODS o
P O BOX 89

LEESBURG. VA 20178

50 —
CREST/X
Crestar Bank
Ajexanaria. Virgmia
[ 600 —
05800407908 20 28362 7L =

SUNTRUST _

Thank you for banking with SunTrust
’ For Account Information. call the number in your ares.
GA {7\-800-686-7078 TN/AL - 1-888-390-2265  FL or Chattanooga - 1-800-786-8787 MD. VA, Washington DC - 1-888-786-8787

DEPOSIT AMOUNT: $1,000.00 . 7
ACCOUNT NUMBER: 6274 g .

&7BE LONOTE 01 TITZ 11 06wl Ol:de

QUSIMEST DRTE: 11705 wl
EwTiH L crBELT44 !
ATTACHMENT

e Page \}-1 of | éé

This is your receipt showing bank, date, time, type of account and amount. All deposits are credited to your
account subject to verification and final payment.

101829 (8/01) ] B Exhibit S



o Deposit Batch Control and Contribution Record
LaRouche's Committee for a New Bretton Woods

Crestar Bank Bank #571 //

Battlefield Shopping Center Deposit Date s &6 sol.
Leesburg, VA 20176 Deposit # { :

Account #202836274 . # of Items _ 1

4 docwment See boct foc drraits []

| 1434 °
EIR NEWS SERVICE, INC. i

| 58 SYCOUIN RD. '
. LEESBURG, VA 01754105 i \ '5_0 S0
pate | ( “wo:

o WordS: s 1000.00

boLLARS O =X °

allfirst < Ban

- gilliuno?c. :4D 21201 /

‘ :oﬁKEFuND O\IQUA\{ME?\\T éé gl Ll
rO0IL3AL 10520008 k300 Q7?0076 453

o = S

ATTACH]ENT

! 3 g of
Page .

Exhibit S



\

- . ) - " L d
Deposit Batch Control and Contribution Recor
L;;ouche's Committee for a New Bretton Woods

Crestar Bank

Battlefield Shopping Center
Leesburg, VA 20176

Account #202836274

LAROUCHES COMMITTEE FOR A NEW BRETTON wOODS

P O BOX 89
LEESBURG, VA 20178

v I-14-01

B ERERYN

Crestar Bank
Alexandna. Virginia

1.0560040 7412

Thank you for banking with SunTrust
For Account , call the

S]UNTRUST

i your srea:

Bank #571

Deposit Date // / /9//0/
Deposit # / :
# of Items /

)

c0283627Lne

JGA - 1-800-688-7878  TN/AL - 1-886-390-2265__ FL or Chattanooga - 1-800-786.6767

MOD. VA Washington DC - ¢-B8B-786-8787

DEPOSIT AMOUNT:

CCOUNT NUMEER: 6274
c o T ST

H‘\MW! v

$1.004.00

1=

This is your receipt showing bank, date, time, type of account and amount. All deposits are credited to your

account subject to verification and final payment.
101829 (8/01)

SO oo, —

;0 0o —

ATTACHH?T
Page |_ ﬂ —of ]m______

Exhibit S



Deposit Batch Control and Contribution Recorxd
LaRouche's Committee for a New Bretton Woods

crestar Bank Bank #571 , 1/ /
Battlefield Shopping Center peposit Date / /. /7,2
Leesburg, VA 20176 peposit # / .
Account #202836274 # of Items _1
WS SERVICE, INC.
EIR NE PSO BOX 17390 4.87 H a“ﬁrst Allfirst Bank 7.11/520
WASHINGTON. D C 20041-03%0 Baltimore, MD 21201 BRANCH 442
305—000&347—XD—0157519—bEE -0539527 DATE 11/13:290L # 0537527

PAY ——**%*%**%*%%#%*%4%%%%%*%%%%%*%%%%%

TO THE r'
ORDER
of . AROLICHE S COMMITTEE FOR A NEW
SRETTON WOCCT
ro BOX 85
LEESBURG L 20173

w53952°7r 105 2000 4 3 3%

RPIEREIPPSCEE 3  L S R 260.00 3 U.S.

Q70076 &53w

o e o o = e ———

e ——————— L ae e e e

ATTACEMEET g
2,

Page 120 ot

Exhibit S



EIR NEWS SERVICE, INC.

s O BOX 17390
- WASHINGTON, D C. 20041-0390

U ) A APRL T 1 ARY 171D D1 AICME I
THE ATTACHED CHECX IS IN PAYMENT OF ITEMS DESCRIBED BELOW
IF NOT CORRECT PLEASE NOTIFY US PROMPTLY. NO RECEIPT DESIRED

539527

DESCRIPTION

AMOUNT

305—0002347—XD—0157519—682

11/13/01 REFUND OVERPAYMENT

~4

-953952

31.000.00

ATTACHMENT a '
Page —Jﬂ— of ,_Léﬁ——-

Exhibit S
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Deposit Batch Control and Contribution Record
LaRouche's Committeé for a New Bretton Woods

crestar Bank Bank #571
pattlefield Shopping Center peposit Date Y yAo ot
Leesburg, VA 20176 peposit # ! .
Account #202836274 ) # of Items _/
LAROUCHES COMMITTEE FOR A NEW BRETTON WOODS T coenencr e
(o] X
LEESBUR%?W:SZOWB N
s ».--.—,—,———:.,—{{Z—‘..—'.z—.f—:f/- ‘ SR / 0oo. —
CRESTAR I
Crestar Bank
Alexanona, Virgnia
S Jooo.—
1°0Sse0010 79N 208362 7L gf/

Thank you for banking with SunTruet
For Account information. cait the nuMDEr In your rea.

f GA - 1-800-688-7878 TN/AL - 1-888-300-2265 FL or Chaitanoogs - 1-800-7868-8787 MO, VA Washington OC - 1-888-786-8787

DEPOSIT AMOUNT: $1,000.00
ACCOUNT NUMBER: 6274 i
STEe GONGES 02 1EZE AL EC L1 Ll

BLCIHESS DATE: 11200

onTie [ ~ Tl 1B

Bails it R ATTACHMENT L -
b Page _ﬁ# Qf _-Lb-&——"

This is your receipt showing bank, date, time, type of account and amount. All deposits are credited to your
Y L2\ anifiratinn and final payment.

Exhibit S



Deposit Batch Control and Contribution Record
LaRouche's Committeé for a New Bretton Woods

Crestar Bank Bank #571

Battlefield Shopping Center Deposit Date _# /292!
Leesburg, VA 20176 Deposit # / :
Account #202836274 ) # of Items !
EIf "'EwWS SERVICE, INC.
s T & (LS, .
Baltimore, MD 21201 BRANCr stz
305—0-’.‘08347~XD—0157580-6EE -0E3%54¢ DATE -~ 11/1%/2C21 # 053954¢
PAYr—‘*-‘—ﬁ#%*#‘”‘:-%**%*%***%%#%%%-ﬁ*{-#** ***'--l‘.-'{-*'.tf*'l'."l‘f"l?'5'-!.‘%*-{-%%-Kﬂ?—“%{-**&-*“f-i‘- 1 0 (s Yo
o “1.000.0¢ 3 y.c<.
ORDER
OF . -_—
LARCUCHE 'S COMMITTEE FOR 4 HEW i
BRETTON WOoGCC= |
FO BCX 89 ,
LEESRLRG VA 20178
" : : / |
538SLEwe 1:05200014 L3 S70078453m i’
) g
ATTACHMFENT : -

Page - Of_LéL

Exhibit S
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Deposit Batch Control and Contribution Record
LaRouche's Committeé for a New Bretton Woods

Crestar Bank Bank #571

Battlefield Shopping Center Deposit Date 1 s17 rof
Leesburg, VA 20176 Deposit # ! :
Account #202836274 . # of Items _/
LAROUCHES COMMITTEE FOR Blg\ NEW BRETTON WOODS Lot e
O BOX

LEESBURG. VA 20178

< i o ' / a PP —
-~T-0o/ ;
CRESTAR S
Crestar Bank
lexandna. Virgmn
Alexangna. Virgina S o oo —
110560040792 202836 27Lm =/
SUNTRUST
Thank you for banking with SunTrust
. For Account intormation, call the number m your area _— T TT T
[[ GA - 1-B00-6BB-7878 TNJAL - 1-888-390-2265  FL or Chattanooge - 1-800-786-8787  MD. VA Wasmington DC - 1-B88-786-8787
DEPOSIT AMOUNT: $1,000.00
ACCOUNT NUMEER: 6274
E7BE DODCTR LTIV LD 2T 4L e LR -
BUSINESS DATE: 15-27 0l
EmTCH D¢ 781 TS - ATTACWT
gt Page . Of

This is your receipt showing bank, date, time, type ot account and amount. All deposits are credited to your :
account subject to verification and final payment. ep. e
1n1A2Q (RN Exhibit S



Deposit Batch Control and Contribution Record
LaRouche's Coimittee for a New Bretton Woods

Crestar Bank Bank #571
Battlefield Shopping Center Deposit Date IAZIXAR
Leesburg, VA 20176 Deposit # l :
Account #202836274 . # of Items _/ '
EIR NEvzs0 fgi\&ce, INC. | Hallﬁrst Allficst Bank w520
Baltimore, MD 21201 BRANCH 442

WASHINGTON. D C. 20041-0390

305—0002"—347—1,0-0157521—682 -0535584 DATE 11/26/2001 # 0529584

PAY —?ﬁ'?r*%-?—'r*-.&%{--&S-’,—?%%%-{-*{-***%%é§§%-%#-E-%#*%**%*%-&-%—‘:—%-3-‘.-%-!1-*-.’(—-!:--k'-?%*tl- 1.,000.¢0 3 U.S.

TO THE r

ORDER

OF

LAROUCHE '3 coMMITTEE FCR A eV

BRETTONM WOODS A
PO BCX 7 « AJ///

LEESEURS va 24178

m53gsaLe 1°05 20003 4 318 qQ?0076 453"

" ATTACHMENT
Page — of _JAQ____

Exhibit S
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pDeposit Batch Control and Contribution Record
LaRouche's Committee for a New Bretton Woods

Ccrestar Bank ' Bank #571

Battlefield Shopping Center Deposit Date _é}_/__‘_/_/‘_‘i_/.
Leesburg, VA 20176 Deposit # { :
Account #202836274 . g of Items _’
LAROUCHES COMMITTEE c'::OR A NEW BRETTON WOODS e
BOX 89

LEESBURG. VA 20178

B jad-td-o01 o
CREST X :
Crestar Bank
Alexanona. Virginia
5 / 0o o0 —
1:0SE00 079K 20cB3IB 27 Lt =/

SuNTRUST

GA - 1-800-688-7878  TN/AL - 1-888-390-2285  FL or Chalianoogs - 1-800-786-8787  MD, VA, Washington DC - 1-888-786-8787

Thank you for banking with SunTrust
Eor Account information, calt the Aumber in your area.

$1,000.00
ACCOUNT NUMBER: €274

TS COO0EE B4 160 1204 01 UlHiS
BUSIHEST DATE: 120401

BATTH 1D 27354234 ATTACHMENT
L Page

)

This iS your receipt showing bank, date, ime, type of account and amount. All deposits are credited to your
account subject to verification and final payment.

101829 (8/01} o1z '
4 ' - Exhibit S



peposit Batch Control and Contribution Record
LaRouche's Committeé for a New Bretton Woods

Crestar Bank Bank #571

Battlefield Shopping Center Deposit Date /Z/ 4 o/
Leesburg, VA 20176 Deposit # {4 .
Account #202836274 . # of Items 7

EIR NEWS SERVICE, INC. | 5 lfirst
P O BOX 17390 ’ a rs Allfirst Bank 7-11520
WASHINGTON D C 20041-0390 Baluumore, MD 21201 BRANCH 482

‘2001 # 052960

n
[X}]
0
o~
O
(3]

DATE 12790

L

305-0002347-¥D-0157522-46e -0

PAY JOTTI 45 4 36 30 FE 38 B O J 6 A 2L SEIS M LI AR PR R S P B PR PSS L RS GO0, 00 g u.s
. - - D e

TO THE I_

ORDER

OF
LAROQUCHE 'S COMMITTEE FOR A NEW

BRETTON WOODS
PO BOX 8%

LEESBURG VA 20178

539603 105200014 438 70076453

ATTACHMENT

Page of _.lba_-——

Exhibit S
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El

i ci ai ibution Record
Deposit Batch Cpntrol and Contributi
Lé%duche's Cormittee for a New Bretton Woods

Crestar Bank

Battlefield Shopping Center
Leesburg, VA 20176

Account #202836274

’ DS .
LAROUCHES COMMITTEE FOR A NEW BRETTON WOO

P O BOX 89
LEESBURG. VA 20178

j2-ti-ol

e = -

Alexanona, Virgina

1205500 L0780

SUNTRUST

Thank you for banking with SunTrust

For Account Information, catl the number in your

+_GA - 1.800-688-7878 TN/AL - 1-888-390-2265

FL or Chatancoga - 1-800-786-8787

DEPOSIT AMOUNT:

‘=

oSt UOILE 04 [écl 1z L178 Qrey
BUSINESS DaTE: 12 10
EnTCH D¢ BEeaien

This is your receipt showin,

E $1, o
ACCOUNT NUMBER: 6274 10000

G20

Bank #571 .
Deposit Date ﬁ/_/_/_fil—
Deposit # ; —
# of Items
. . /000
J 000 —
202836274 =/
MD. VA, Washington DC - 1-888-786-8787
ATTACHMENT ~5—Q—

Page

PRTA")

g bank, date, time, typi

account subject to verifica
101829 (8/01)

tion and s, o o e of account and amount. Al deposits are credited to your

Exhibit S



Deposit Batch control and Contribution Record
LaRouche's Committeé for a New Bretton Woods

Crestar Bank ' Bank #571

Battlefield Shopping Center Deposit Date [}/// /“0/
Leesburg, VA 20176 Deposit # l :

Account #202836274 ) # of Items /

RIGGS

EIR NEWS SERVICE, INC.
P.0. BOX 17390 T e 153,
ARNING TOW. [ X% 20000 - “o

WASHINGTON, D.C. 20041 -0390
DATE 1271072001 # 0513105

305—0002347—x0—0157523—5aa -0513105
PAY ——z.—-f"»?’:'%%******&*%*v*&*a—4&%##4—**&%*«-**%*%**%»*%*%%*{-&{-%%**1 .0C0.00 % U.S.
10 THE r—
ORDER
OF
LAROUCHE S coMMITTEE FOR A HEW
BRETTON WOODS -

FO BOX 8% /
LEESBURG YA 20178 /

w533305" 10 5L0000 30w 04w 3 ?0E00 ek

> i ) . N
' ATTAC T 2 .

Exhibit S
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Deposit Batch. Control ai ‘
: ch Cor ol and Contribution Rec
LaRouche's Committeé for a New Bretton Wooodrsd

Crestar Bank ' Bank #571

Account #202836274 . # of Items /

LA
ROUCHES COMMITTEE FOR A NEW BRETTON WOODS

LEESZSRBG(,))‘;:gzOWS R
re— s ), . O .
i 7 L& / A ; /9o
CRESTAR
Crestar Bank - -
Alexangna, Virginia S,
@ /oo, —
[ -
OSEOO0 107810 20ZB3BZ27Lwe
=£/
SUNTRUST
Thank you for panking with SunTrust
For Account Information. cafl the number m your rea: s
GA - 1.800-688-7878 TNVAL - 1-88 FL or Chattanoogs - 1-800-786-8787 MD. VA, Wasmngton DC - 1.88-786-8787 —— . - — i
DEPOSIT AMOUNTY $1,000.00
ACCOUNT NUMBER- 6274
BT ORI 1ool 12 13/01 uls 2%

EUSINEST DATE: 12 1E 2
GatlE 10 ST EA4IET 2
ATTACHMENT
owing bank.

This is your receipt sh date, ime, Page I H 9 : of Ibﬁ

~~rmunt subject 10 verification and final payment. '
. Exhibit S

osits are credited to your

type ot account and amount. All dep



Deposit Batch Control and Contribution Record
LaRouche*s Commlttee for a New Byetton Woods

Crestar Bank Bank #571

Battlefield Shopping Center Deposit gate /2 ___/‘_L
Leesburg, VA 20176 Deposit /
Account #202836274 . # of Items .
EIR NEWS SERVICE, INC.
wass»«:v~4pc‘§3 N DC a0 ‘ - ‘ Ha"ﬁm Allfirsc Bank 7-13/520
ON. D C. 20041-0390 Baltimore, MD 21201 BRANCH 442

3C5-0002347-XD-0157524-4622 -0539&21 DATE 12717/2001 # 0529631

PAY —-&—n—;—;‘--%%#-*ﬁ*%**%%**#%%*%%*i-{-{‘%%%#%{-%%*-ﬁ-*%*%-.’-'.--{'.—-d»l‘-',‘--!- ERFFENHE] 000,00 § U. S
TO THE i

ORDER

OF
LAROUCHE 'S COMMITTEE FOR A NEW

BRETTON WOODS ‘
FO BCX 8% »
LEESBURG VA 20178 6;7

#5393 0520004 4312 Q700761653

tee "

Exhibit S
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A . .
pDeposit Batch Control and Contribution Record
LaRouche's Committee for a New Bretton Woods
Crestar Bank Bank #571
pattlefield Shopping Center peposit Date _/ /. ¥ 02
Leesburg, VA 20176 Deposit # [ : ¢
Account #202836274 . # of Items _{
LAROUCHES COMMITTEE FOR A NEW BRETTON WOODS T cuneenc s
O BO
LEESBURG. VA 20178 ~ com
pre . .o lz¥r0= e ST
N :
CRESTAK 1CTaL FROM
Crestar Bank REVEMSE ©
Alexandna, Virgirka
$ / oo o —
1:0560030791 202836 27Lne ’ﬂ’/

© AR

Thank you for banking with SunTrust
\ For Account information, call the number n your ares:
GA - 1-800-688-7878  TN/AL - 1-888-390-2265 FL or Chatiancogs - 1-800-786-8787

MD. VA Washington OC - 1-888-786-8787

] i
DEPOSIT AMOUNT: $1,000.00
ACCOUNT NUMEER: 6274 T :
£°SE (OOCSS OF 1222 0) 6-0Z (i:d 9‘
BUSINEZS DATE: £ 0802 ATTAC &T
£aTCH 10 ETIELEE3 Page a\m e LG
GZ0€ ~

This 1s your receipt showing bank, date, time, type of account and amount. All deposits are credited to your
arrount subiect 10 verification and final payment. Exhibit S




Deposit Batch control and Contribution Record
LaRouche's Committéee for a New Bretton Woods

*

crestar Bank Bank #571
pattlefield Shopping Center Deposit Date [/ 5;/‘_ﬂ__%
Leesburg, VA 20176 Deposit # i -
Account #202836274 . # of Items _/
EIR NEWPSO§OEX?7¥9‘OCE' INC. 87 B a"ﬁrSt Alifirst Bank 7-111520
Balumore, MD 21201 BRANCH 442

WASHINGTON. D.C. 20041-0390
305’0002347—XD—0157525—-‘:88 -0539660 DATE gi1s/07/2002 # 0537460

PAY‘——1€*§*%§%%%%*%%%6%%%%%%#**%kéﬁﬁﬁﬁééfﬁ%*%%*%>%§%@%%%%%%#%1,000_00 3 U.S.

TO THE r_
ORDER
o LAROUCHE '3 COMMITTEE FOR A NEW
BRETTON WOODS3
PO BCX B9 '
LEESBURG vA 20178 7 _

539660 °0 520008 %30 Q70076453

‘ ’ - ATTACHMENT g_g .
Page ] - _. of l ég_

Exhibit S
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Deposit Batch Control and Contribution Record
LaRouche's Coimmittee for a New Bretton Woods

Crestar Bank v Bank #571
Battlefield Shopping Center Déposité l#)ate / //z{/‘dl,
Leesburg, VA 20176 Deposi
Account #202836274 # of Items _/
) cummency »
R A NEW BRETTON WwOODS
LAROUCHES COMMlTTEE gg)ox o o
LEESBURG, VA 20178 -
T
R TN -"/’/(’/0'5‘ TR S

CREST/.X
Crestar Bank
Alexanana, Virginia

120560030 791

SuUNTRUST

ap283B 2L

Thank you for banking with SunTrust

For call the

n your area:

GA - 1-800-688-7878  TN/AL - 1-BBB-380-2265

FL or Chatanooga - 1-800-786-8787

MD. VA, Washington DC - 1-688-786-8787

/] O 0o

=/

/00 4. —

-

This is your receipt showing bank, date, time, type of account and amount. All deposits are credited to your

account subiect 1o verification and final payment.

Exhibit S

DEPOSIT AMOUNT: §1,000.00 ~
ACCOUNT NUMBER: 6274 '
STIE ONOGES 04 léed 0l015.0Z D12 / /
BUSINESS DRTE: C1-i5°6C . g
gaTiH [ 27504075 ATTAC i %T Q . ;
D300 Page - . /f -t




Deposit Batch Control and Contribution Record
LaRouche's Committeé for a New Bretton Woods

R

Crestar Bank ) ‘ Bank #571 >
Battlefield Shopping Center Deposit Date _/ /[{/‘ 4z
Leesburg, VA 20176 Deposit & / .

Account #202836274 . # of Items 4

EIR NEWS SERVICE, INC. : ) RlGGS

P.O. BOX 17390

S Gt o Sumtwg, OC.
w W COACORAm OFFICE

RO PENNSTLVANIA AVENUE. MW 15.3
WASHINGTON, D.C. 2004 1-0390 . WaSHinGTON, Y. 30000 W 540 0
305-0002347-%0-0157526-&22 -0513373 DATE 01/14/2002 # 051337>

PAY gttt e 4035 3 30 20 40 2030 SE40 3020 30 40 30 30303030 3030 0 303 303030300 0SB 0SB B S P et e e e gt e e | L 000,00 S ULS.

TO THE [—

ORDER

o LAROUCHE S COMMITTEE FOR A NEW

BRETTON WOODS /
PO BOX 9 M@, e
LEESBURG va 20178 y

533373 1X0S5LO0O0030K Oi= L 70600 26

» . A'rmcmm'r

.Page of lgg

Exhibit S
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Deposit Batch Control ahd Contribution Record
LaRouche's Coimmittéé for a New Bretton Woods

.Crestar Bank ‘ Bank #571

Battlefield Shopping Center peposit pate _/ /A3 /0L
Leesburg, VA 20176 Deposit # / :
Account #202836274 ) # of Iltems 1
LAROUCHES COMMITTEE FSOR A NEW BRETTON WOODS 0 cumrency »
PO X 89
LEESBURG, VA 20178 O cow S
¢ S & OO0,/

DATE 1‘33'01 "

CHECAS 474D OFHER TEMS ARE RECENED FOR DEPOST SUBKECT TD T PROVISIONS OF !
s . of O COMPIERCIAL CODE AND ANY APPLIC ABLE COULEC NION ASREE MENT —
DEPOSITS MAY NOY BE AVALABLE FOR MMEDIATE WITHOA AWAL c-

m

L3

I

CRESTAR S
Crestar Bank
Alexandna, Virgiua
) $ / 000 -
10560080791 20e2B3B 7L #/
SUNTRUST
M Thenk you for banking with SunTrust — —— e e .__

For Account Information, call the number n your erea

GA - 1-800-688-7878 TN/AL - 1-8688-390-2265  FL or Chattanoogs - 1 _80D-786-8787 MD. VA, Washington DOC - 1-888-786-8787

DEPOSIT AMOUNT: $1,000.00

ACCOUNT NUMEER: 6274

£TIF ODOOED O ES94 01-23 0% O1:3k ’

CULIMESS DRTE: 04,2302 ATTACHMENT

TRTCH ID: ETEE1ERS Page
Qzoe

This is your receipt showing bank, date, time, type of account and amount. All deposits are credited to your Exhibit S



Deposit Batch Control and Contribution Record
TL.aRouche's Committese for a New Bretton wWoods

-

14

Crestar Bank ' Bank #571 ' .
pattlefield shopping Center peposit Date | 7R3 /0L
Leesburg, VA 20176 peposit # / - ¢

Account #202836274 . # of ltems _1

EIR NEWS SERVICE, INC. , - B].g..c‘s - ‘ o
P.0. BOX 17330 o o R it e ) o
WASHINGTON, D.C. 20041 -0390 . 03 Kava 10N, G.C. 3000807V ‘ 540

305—0002347—)(0-0157527—622’ -0513446 DATE 01/22/2002 # 0513446

PAY w********&**HN*M***?**%%M*%%*-**%%**M*****%**** 1.00 0.00 g uU. S.

TO THE r_
ORDER ‘
oF LAROUCHE 'S COMMITTEE FOR A NEMW :
BRETTON WOODS .
PO BOX 89 7,

LEESBURG va 20178 /

w5 i3LLEr 10 sLp000030 O w3 70600 2B

. . . . . .
’ .Page L‘ S gp__ of

Exhibit S
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Deposit Batch Contr

ol and Contribution Record

LaRouche's Committeé for 2 New Bretton Woods

Ccrestar Bank

Battlefield Shopping Center

Leesburg, VA 20176
Account #202836274

LAROUCHES COMMITTEE FOR A NEW BRETTON wOODS

P O BOX 89
LEESBURG, VA 20178

. /«J?véx
AL e e —

-0 \ND O -+ 8 TTEAIS ARE AECEVED FOR CEF
- vty Taars RTHAL JOOE ANU AN T A [

L iy UT Cr AVARABLE FOR MaMEDA'T " thOK AwaL

CREST/.x

Crestar Bank
Alaxangna, vVirginia

105600 3079%

€ ==AuAnl

SUNTRUST

Thenk you for benking with SunTrust
For Account information. call the number 10 your

[/

g e ———
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DECLARATION OF WILLIAM J. CALDWELL

I, William J. Caldwell, declare as follows:

1) I am a licensed certified Public Accountant, and
my curriculum vita is attached to this Declaration. AsS
noted in the attached C.V., I have experience 1in providing

accounting services for federal election campaigns and

vendors associated with federal election campaign
activities.
2) 1 have reviewed a cOpY of the Federal Election

commission Report of the Audit Division on LaRouche’s

committee for a New Bretton Woods dated May 1, 2003

(“FAR"). I was retained by the LaRouche Committee for a New
Bretton Woods (“LCNBW”) to assist in responding to the
findings of the FAR.

3) The sequential g0% - 50% - O markup regimen over
the period of the 2000 campaign works out to an average
monthly markup of 32% on actual costs by the seven regional
vendors. It is well known that campaign consultants and
other providers of services to campalgns can be handsomely
compensated, oftentimes making a Jgenerous markup over

actual costs. It 1is difficult to arrive at a precise

industry standard for markup to cover overhead and profit,

but in my opinion a 32% markup would not be regarded as out

ATTACHNINT
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of line with what other vendors might charge for the type
of campaign activities at issue 1n the FAR.

4) In viewing the matter conservatively, I believe
no one would seriously contend that it would Dbe excessive
for the seven regional vendors to have charged a 15% markup
on their actual costs. 1f, for example, one looks at the
markup that a media buying service charges over the actual
costs for the media buy, a 15% markup 1is standard in the
industry. The regional vendors’ 1level of activity involved
in the services provided to LCNBW 1is significantly greater
than what a media buyer does 1in purch;sing media time. In
short, 1 believe that a markup of at least 15% by the
regional vendors would be entirely justified.

5) in the FAR, the auditors commented that that
1ittle or none of the markup appeared to relate to profit
since five of the vendors were non-profit corporations and
the other two “do not operate tO generate a commercial
profit.” FAR at 11. I believe that this statement in the
FAR fundamentally misapprehends the nature of a non-profit
corporation. Ssimply because a corporation is organized as a

non-profit does not mean that the entity would not

appropriately seek to generate more in revenue than 1its

costs, in effect generating a “profit,” oOr, in the parlance

of non-profits, a contribution to reserves. For example,

ATTACEMENT
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while a non-profit corporation would not be making a profit
for distribution toO shareholders, a non-profit might
nevertheless seek a “profit” in order to expand Iits ¢
activities. In short, simply because the seven regional
vendors do not operate as commercial corporations to
maximize profits for their shareholders does not mean that
they cannot appropriately apply a markup consistent with
what would be charged by a commercial corporation. It is
fully in accordance with generally accepted accounting
principles for a non-profit entity to add a markup not only
to cover indirect costs such as overhead but also to make a
contribution to resexrves in order to generaté capital for

future operations.

1 declare under penalty of perjury that the foregoing

is true and correct.

p—
Executed on k_},/., 7 2ooS

/i—/’:z -/édz y

William J/Caldwell, CPA

S S
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William J. Caldwell, CPA
Director of Tax
Omega Tax & Accounting Partners, Inc.
7272 Wisconsin Avenue
Suite 300
Bethesda, MD 20814

William J. Caldwell is Director of Tax for Omega Tax & Accounting Partners, Inc. He
has held the position since his arrival at the Company in 2002. His responsibilities
include oversight of the tax planning and compliance function of the firm. He serves as
“Acting CFO” for approximately two dozen companies who have outsourced that
function to Omega Tax & Accounting Partners, Inc. The industries that these clients

represent are; Political Consultants, Media companies, Engineering Firms as well as a
host of other business.

Prior to joining Omega Tax & Accounting Partners, Inc. Mr. Caldwell was a principal
with Bond Beebe, a regional CPA and Advisory firm. During Mr. Caldwell’s 15 years
there he worked on the Audits of such clients as Republican Senatorial Task Force,
Democratic Women’s Club as well as the audits of the Campaigns of Senator Benson and
Senator Packwood. In addition to this audit experience Mr. Caldwell was involved in
reviewing the form 1 120-POL for numerous clients as well as dozens of income tax
returns for political consultants and companies involved in purchasing media for
campaigns.

Mr. Caldwell is a gradate of the University of Minnesota (1986) with a Bachelor of
Science degree in Accounting. Heisa licensed CPA in good standing with the States of
Virginia and Maryland as well as the District of Columbia.
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SEP-C3-2063 16:39 FROM: TROUTZRIZHARDS c024631325 To:202 213 1043 F.265
TrouT & RICHARDS
PLL.C
ATTORNEYS AT L AW
SUITE 1220
13S0 CONNECTICUT AVENUE. N.W.
WASHINGTON, D.C. 20036 " ORONOCO STREET

ROBERT P. TROUT 1202] a63-1920 ALEXANCRIA VIRGINIA 22314

ADMITTED IN OC. VA & MD 1703 Si10-8040

DIRECT DIAL (202} 463-102! FAX 1202) 463-1925

RTROUTOTRQUTRICHARDS.COM
WWW TROUTRICHARDS.COM

September 3, 2003

By FAX and MAIL

Michelle Abellera

Alpert Veldhuyzen

Federal Election Commission
039 E Street, N.W.
Washington, D.C. 20463

Ra: Response to Final Audit Report
LaRouche’'s Committee for a New Bretton Woods
(LCNBW)

Dear Ms. Abellera and Mr. Veldhuyzen:

This letter follows up on earlier conversations I had with
Mr. Veldhuyzen, and it supplements the Response of LCNBW to FEC
Repayment Determinaticn (“Response”) filed on July 8, 2003. In
the Response we referred to what we believed were certain
accounting errors and omiscions specifically related to ASP, one
of the regional vendors. See Response at 10-13. Having recently
net with the audit staff, LCNBW is now satisfied that the petty
cash for ASP was taken into account in the Final Audit Report
and that LCNBW was mistaken in 1ts criticism of the FAR in that
regard. Because the other disputed 1i1ssue relating toc ASP
(switching between accrual basis and cash basis accounting) does
rot have a substantial 1impact on the relevant calculations,
LCNBW no longer disputes the FAR's disallowance of 528,110 in
itemized costs related to ASP. ) ' - ‘

To avoid any question about the impact of LCNBW's acceptance
or tThe ©EtAK'S derterminacion regaraing ASY, I am dgttacliiny a

revised chart to substitute for what is found at pages 18-20 of
the Response. Attachment A substitutes feor the chart found at

Attachment E
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SEP-@3-2003 16:39 FROM: TROUTZRICHARDS 2@24631325 TJ:282 213 1343

TrouUT & RICHARDS, PLLC.

P.3/6

Mizchelle Abellera
Alpert Veldhuyzen
September 3, 2003
Page 2

page 18 of the Response: Attachment B substitutes for the NOCO
Statement at page 197 and Attachment C substitutes for the chart
at page 20. As Yyou can zee from these attachments, these
revisions do not affect the bottom line of the repayment
determination, to Wlt, there was no payment of matching funds 1in
excess of entitlement, and no repayment is due.

As we made clear 1n our Response and in our letter of July
8, 2003, the important issue affecting the repayment
de-ermination is the appropriateness of a markup over the
regional vendors’ actual ccsts. The revised calculations
described above do not affect that 1ssue, which remains the
focus of our reguest for oral hearing.

1f you have any guestions regarding this matter, please
give me a call. We would appreciate your making sure that this
-etter and its attachment are made part of the file in this
matter.

RPT/ban

Znclcsure
i ~abell=-veld.doc

- ————— e—a—- - e e e i - — =
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SEP-Q3-20083 16:33 FROM: TROUTRZRICHARDS 2624631925 TO:202 2139 1843 pP.45

ATTACHMENT A

Distributor Bills, Payments, and Balance Due

temized . : . - Payments, net of Balance Due or

Company| costs Indirect Costs Adjusted Billings refunds (Receivable)
ASP 211,159 31674 242,833 (237,051) 5,781
ESDI 180,724 27,109 207,833 (186.631) 21,202
EIRNS | 243,961 36.594 280,555 (345.369) (64,814)
HSDI 207,390 31,108 238,498 (215,212) 23,286
pMCC 232,786 34 918 267,704 (201,700) 66,004
SELS 200,673 30,101 230,774 (259,008) (28,234)
ISWLD 147,815 22,172 169,987 (115.425) 54,562

otal 1,424,508 213.676 1,638,184 (1,560,396) 77,788

Attachment 2
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SEP-03-2002 16! 33 FROM: TROUTZRICHARDS 2024521325 TQ:282 213 1042 P.S/6
ATTACHMENT B
Statement of Net Outstanding Campaign Obligations
As of August 16, 2000
As Determined at September 3, 2003
Final Audit Report Corrections Corrected
ASSETS
Cash in Bank $ 24,038 $ 24038
Accounts Receivable
Vendor deposits 23,866 23,866
Vendor refunds - regiona! vendors 214,544 (121,496) 93,048
Capital Assets __ 5823 5823
Total Assets $ 268,271 $ 146,775
OBLIGATIONS
Accounts Payabie:
Regional vendors $ 63,982 106,853 $170,835
~Other 258,902 (1,723) 257,178
Total Accounts Payable $322,883 $428,013
Actual Winding Down Expenses 25,875 68,425 94.300
Estimated additional winding down 10,100 (8,200} 1,900
Due to US Treasury - stale-dated cks 3,281 3,281
Total Obligations 362,140 527,495

Net Outstanding Campaign Obligations $.(93.269) .3 __(286,851) S(380.720)

- . - - - [ . —— - com—— -

Attachment >
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SEP-@Z-2083 16: 39 FROM: TROUTRRICHARDS 2024631325

ATTACHMENTC

Net Outstanding Campaign Obligations (deficit) as of 8/16/00

Net Private Contributions Received 8/17/00 to 4/2/01

Matching funds received 8/17/00-4/2/01

Remaining entitlement on 4/2/01

T0:282 213 1043 P.676

$(380,719.70)

131,729.83

—214,240.29

2(34.740.26)

Page > _of
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FEDERAL ELECTION COMMITTEE

IN THE MATTER OF:

ORAL HEARING ON
LAROUCHE'S COMMITTEE FOR
A NEW BRETTON WOODS

No. LRA 565

Federal Election Commission
Ninth Floor Meeting Room
999 E Street, N.W.
Washington, D.C.

Wednesday,
September 17, 2003

The parties met, pursuant to the notice, at

10:01 a.m.

BEFORE: ELLEN WEINTRAUB, Chair

APPEARANCES:

For the Federal Election Commission:

ELLEN WEINTRAUB, Chair

BRADLEY A. SMITH, Vice Chairman
MICHAEL E. TONER, Commissioner
DANNY L. MCDONALD, Commissioner
DAVID M. MASON, Commissioner

SCOTT E. THOMAS, Commissioner
JOSEPH STOLTZ, Audit Division
ROBERT COSTA, Deputy Staff Director
JAMES KAHL, Deputy General Counsel

For the LaRouche Committee:

ROBERT P. TROUT, Esquire
ELIZABETH WALLACE FLEMING, Esquire
RICHARD WELSH, Assistant Treasurer

Heritage Reporting Corporation
(202) 628-4888
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PROCEEDINGS

(10:01 a.m.)

CHAIR WEINTRAUB: Good morning. This
special open meeting of the Federal Election
Commission will please come to order.

On our agenda today is an oral hearing on
behalf of LaRouche’s Committee for a New Bretton
Woods. The Committee requested this opportunity to
address the Commission in open session concerning a
repayment determination, which is contained in the
audit report approved on May 1, 2003.

Based on the audit report, the Commission
made a determination that $233,411 must be repaid to
the United States Treasury pursuant to 26 U.S.C.
Section 9038 (b) (1) and (2). There are two bases for
repayment in this matter. First, the Commission
determined that the Committee must make a pro rata
repayment in the amount of $70,139 for nonqualified
campaign expenses. Second, the Commission determined
that the Committee must make a repayment in the amount
of $163,272 for matching funds received in excess of
entitlement.

The sole purpose of this meeting is to give
the Committee an opportunity to address the Commission
and to demonstrate that no repayment, or a lesser

Heritage Reporting Corporation
(202) 628-4888

ATTACHMENT L*
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repayment, is required. This is not an adversarial or
trial-type proceeding. Counsel for the Committee will
have 30 minutes to make remarks. I apologize. Nobody
set up lights, so you are not going to get a warning,
but I will try and wave at you, to give you a five-
minute warning when you are running out of time.

At the conclusion of the Committee’s
presentation, each Commissioner will have an
opportunity to ask guestions. I will then ask the
Deputy General Counsel and the Audit Division if they
have any questions.

After this hearing, the Committee will have
five days in which to submit additional materials for
the Commission’s consideration. The Commission will
then make a repayment determination following this
administrative review and issue a Statement of Reasons
in support of that determination.

Representing the Committee today are Robert
Trout and Elizabeth Wallace Fleming. I remind you
that your presentation should not exceed 30 minutes
and must be limited to those matters raised in your
written response to the Commission’s repayment
determination.

Welcome. Please begin.

MR. TROUT: Thank you. Madam Chair, members

Heritage Reporting Corporation
(202) 628-4888
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of the Commission, my name is Robert Trout. Seated to
my left is Richard Welsh, who is the assistant
treasurer of the LaRouche Committee for a New Bretton
Woods. It may be a relief to you to know that I will
be far short of the 30 minutes allotted to me.

This case, I think, illustrates the tension
between two principles that animate many of the
decisions of the Commission. First, don’t overpay for
your campaign expenses, or you are at risk that the
excess will be treated as a nonqualified campaign
expense. And second, don’'t underpay for goods or
services.

CHAIR WEINTRAUB: You need to speak into the
mike.

MR. TROUT: Don’'t underpay for the goods and
services that you might receive from a corporation in
any event because to do so would constitute a
violation of the bar on corporate campaign
contributions. Now we respectfully submit that in
this case, because the audit staff was single minded
in its attention to the first principle, it frankly
ignored and overlooked the considerations of the
second principle.

We are not suggesting for a moment that the
auditors got it right when they indicated that they

Heritage Reporting Corporation
(202) 628-4888
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believed that the LaRouche Committee overpaid the
seven regional vendors. We don’'t believe they did
overpay. The markup formulation that was a part of
the invoices, or that was agreed to between the
vendors on the one hand and the Committee on the
other, was a formulation that was intended to make
sure that they did not underpay for the services that
they received from the vendors.

Yes, it was front-loaded, and it was front-
loaded because they thought that that is really where,
in the developing of the infrastructure for a grass
roots campaign such as this, it was appropriate to do
so. But clearly, the LaRouche Committee was not
intending to enrich these seven vendors. In fact,
what they were trying to do was respond to a concern
that the Commission itself had expressed in an earlier
election cycle to be sure that they were not
underpaying the vendors and therefore receiving a
prohibited campaign contribution.

And that concern that was expressed by the
Commission is what they were trying to address when
they tried to come up with the markup formula that
they did. Now I am not aware of anything in the
Commission rules or the advisory opinions that says
there is only one right way to do this and only one

Heritage Reporting Corporation
(202) 628-4888
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right answer in terms of arriving at a usual and
normal charge when you are dealing with enterprises or
entities such as these regional vendors which,
admittedly, have a relationship between an affiliation
and a kinship, if you will, to Mr. LaRouche.

So the guestion, it seems to me, 1is not
whether the LaRouche Committee did it exactly right.

I think the real question is: Were they entitled to
charge a markup at all? Because, as you will see from
the final audit report, the auditors said that they
disallowed any markup whatsoever. From our
perspective, the Commission merely needs to conclude
that: If vendors are to be compensated at the usual
and normal charge for services, it is appropriate that
they receive a markup over actual costs.

If you decide that in the affirmative, it
seems to me, the only question at that point is: What
is the right markup, what is reasonable markup? I
actually think that the staff’s prehearing memorandum
indicates that there is agreement on this issue and
that there has been some retreat, if you will, from
the position that no markup should be allowed at all.

If you go to page 5 of the briefing
memorandum, the staff indicates that the Commission:
"may anticipate that vendors to a Committee will mark
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up charges to make a profit and to cover indirect and
hidden costs, as well as costs that are difficult to
itemize. This is common in commercial transactions."

That is a quote from the staff memorandum,
and I believe it reflects reality.

So really the only guestion is: What is an
appropriate markup? Now before I get to that, I would
like to take a moment to address this issue of
nonprofit versus profit. I think it is clear that
nonprofits are absolutely entitled to, and often do,
receive income, if you will, or funds in excess of
their actual costs.

For example, if the NRA offers "benes" to
their members, there is nothing, it seems to me, that
requires that they offer them at actual cost.
Typically, they would mark them up. They would mark
them up in order to make money in order to expand
their operations. In the nonprofit world, this is
referred to as a contributions reserve. It is not
referred to as profit; it is referred to as a
contributions reserve. And it allows the nonprofit
organization to expand its operations.

It is not a question if they want to fatten
their bank account. It is a question that they may
want to expand their operations and this is perfectly
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normal in the nonprofit world and perfectly
appropriate. It seems to me that if you are trying to
arrive at what would be the usual and normal charge
that a vendor would charge for the services, it is
clearly appropriate, even 'when you are dealing with a
nonprofit, that there be an appropriate and reasonable
markup.

As I say, the final audit report disallowed
any markup whatsoever and we believe that was wrong.
And, quite frankly, as I have indicated, we believe
that the audit staff, or the general counsel’s staff,
which has prepared its prehearing memorandum, appears
to agree with us on that.

Now, in our response, and you can do the
math, we indicated that 32 percent, if you took the
markup formulation that we arrived at in the agreement
between the vendors and the LaRouche Committee, which
was admittedly front-loaded. If you were to
essentially say: Okay, we will eliminate the front-
loading and just average out the markup across the
election cycle, what you would see is that the actual
markup averaged out to 32 percent on the invoices.

We have argued that that is, in fact, a
reasonable markup under the circumstances. The
Commission staff has indicated that we have argued
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that actually 15-percent markup is the right number;
and, in a footnote, they have indicated that actually
it would take a 17-percent markup to eliminate any
repayment obligation.

I think that the Commission staff hasn’t
necessarily characterized exactly what we were saying.
What we are saying is that actually 32 percent we
believe to be a reasonable number and that the
Commission could adopt that as a reasonable number. I
am mindful that no one who lives in the city could not
be aware that there are many political concerns, that
the political landscape is populated with consultants
who have earned a very, very handsome living with
markup well in excess of 15 or 17 or 32 percent.

So what we have done, in response to the
final audit report, which is the first time we were
advised that our markup was.being challenged as
inappropriate, is we have provided a declaration by an
accountant, a CPA with experience in the area, who
indicates, in his view, that 32 percent is justified.

We also indicated that if for whatever
reason the Commission does not want to accept a 32-
percent markup, that surely a markup as low as 15
percent could not be challenged. In that instance, in
the case of a 15-percent markup, the math works out
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that we would not owe any repayment. We are not
saying that 15 percent is the correct number. We
actually think it is above that.

But what we are saying is that we do not
believe one could reasonably challenge a markup as low
as 15 percent. If you accepted that, then the
conclusion of the Commission would be that no
repayment was due at all.

It may well be that the number is 17
percent. I think that that is the position of the
audit staff. We may need to work through that, to see
if we can reach agreement. But whether the number is
15 percent or 17 percent, I think is really "macht
nichts." The key point is: Either point would be a
reasonable markup and one that we believe the
Commission should accept, and therefore should
determine that no repayment is due at all.

The staff takes the position that a 15-
percent markup was not documented so I gather the
position would be that the Commission should therefore
approve the repayment determination set forth in the
final audit report. Let me emphasize again that: If
the Commission did that, our view is that they would
therefore be approving a payment to vendors without
any markup whatsoever and would be therefore at risk
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of sanctioning or approving a corporate campaign
contribution.

We would also respond with two points.
Number one, we did not know until the final audit
report that the audit staff was taking a position that
the markup was to be disallowed and to be disallowed
altogether. Therefore, there was nothing during the
audit activity itself that would have caused us to
respond and to try to provide information or to
address this issue during the audit process.

When we got the final audit report, we
responded to it in the response that we filed with the
Commission. In that audit report, we included the
declaration of William Caldwell. It is included in
the materials that you have in the document that was
circulated. It is in Attachment 2. It begins at page
165 of 168. It is Exhibit T to our response.

Mr. Caldwell makes the point that it is
difficult to arrive at a precise industry standard for
markup. I think this is self evident, to cover
overhead and profit. But, in his opinion, a 32-
percent markup would not be regarded as out of line
with what other vendors might charge for the type of
campaign activities at issue in the final audit
report.
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He goes on to say: In viewing the matter
conservatively, I believe no one would seriously
contend that it would be excessive for the seven
regional vendors to have charged a 15-percent markup
on their actual costs. If, for example, one looks at
the markup that a media buying service charges over
the actual cost for the media buy, a 15-percent markup
is standard in the industry.

The regional vendor’s level of activity
involved in the services provided to the Committee is
significantly greater than the media buyer does in
purchasing media time. 1In short, I believe that a
markup of at least 15 percent by the regional vendors
would be entirely justified.

So I think that it is wrong to say that we
have not supported a markup of 15 to 32 percent. I
think it is there in our response. As we look at this
and look at the focus of the audit staff in the final
report in what I have characterized as their single-
minded attention to the first principle and not
overpaying for services, it seems to me that the
Commission should not be parsimonious in its attitude
towards LaRouche and the vendors that have First
Amendment agenda, and yet generous in their attitude
about vendors whose agenda might amount to nothing
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more than an enhanced lifestyle.

There clearly are vendors in the campaign
arena who make very generous profits, and these have
not really been the subject of debate. I am not
suggesting that they should be the subject of debate
by the Commission. My point is: That if those sorts
of payments are not the subject of scrutiny by this
Commission, I do not believe that the Commission is
well advised to start scrutinizing is the right markup
number 15 percent, is it 17 percent, is it 27 percent,
is it 32 percent?

I believe what we have suggested is that the
Commission need not go there. Because whether the
right number is 15 percent or 17 percent, I think it
is clear that the vendors were entitled to a markup,
and that a reasonable markup would yield no repayment
obligation whatsoever. So whatever markup formula the
Commission might drift towards or find is reasonable,
I believe that any reasonable markup would yield: a no
repayment obligation.

Thank you, and I would be happy to answer
whatever questions you may have.

CHAIR WEINTRAUB: Thank you. And you were
right. You came in well under your half an hour.

Are there questions from the Commission?
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Mr. Vice Chairman?

VICE CHAIRMAN SMITH: I just have one quick
question, Mr. Trout. I am not asking you to assume or
become a tax lawyer. I don’t know if you know
anything about that or not but would a nonprofit be
jeopardizing its tax status by taking excessive
amounts, to your knowledge? Every now and then there
are concerns about nonprofits, in fact, competing in
essentially a for-profit industry.

I just don’'t know if you know if they would
face that kind of difficulty if they were charging
excessive markup for what I would assume to be, as you
have said, things that -- you made a point in your
statement that these are things that other consultants
charge significantly more for. So they would seem to
be competing in some way in what is traditionally a
sort of for-profit area.

MR. TROUT: Well, let me see if I can answer
that. First of all, let me say that I am not a tax
lawyer and so I am at some risk here of even trying.

VICE CHAIRMAN SMITH: Well, you are not
giving legal advice right now, I don’t think.

MR. TROUT: Well, with that caveat --

CHAIR WEINTRAUB: We promise not to sue you
for malpractice under any circumstances.
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MR. TROUT: Here is my understanding. I
think nonprofits are at risk, or certainly charity
organizations are at risk, if they raise money for a
purpose and to pursue a purpose that is outside of
their charitable purpose. So if, for example, a
charity opened up a bookstore or something that became
a profit-making enterprise and it was determined that
it really had nothing to do with their true charitable
purpose, that those profits would be taxable.

I don’'t know the answer to the question of:
Could they charge any markup at all and not run afoul
of the tax code so long as they stay true to their
nonprofit purpose? I don’t know the answer to that.

VICE CHAIRMAN SMITH: Let me ask you one
other question. It is noted in here that five of the
vendors were nonprofits and two of them did not
operate for commercial profit, or some kind of
language like that. What does that mean as regards to
those other two? Were they just really bad
businesses, or what are we saying?

MR. TROUT: I don’'t know the answer to that,
but in my five days that I am allotted, I will be
happy to try to get you the answers.

(Pause.)

MR. TROUT: I think I know the answer now.
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My better half has given me the answer. Two of these
vendors were established in states where I gather that
are difficult to establish nonprofits, and so they
were established as for-profit companies. They just
didn’'t operate any differently than the other five
nonprofits did.

VICE CHAIRMAN SMITH: Right.

MR. TROUT: I’'m sorry?

VICE CHAIRMAN SMITH: No, go ahead.

MR. TROUT: Well, to go back to the first
question that you asked, I don’t know, and I can’t say
authoritatively the answer to the hypothetical that
you asked. What I think is clear is that the LaRouche
Committee did try to get it right. They were not
seeking to enrich these vendors. They were trying to
get it right; and however you slice and dice it, it

seems to me the vendors did not charge an unreasonable

markup.

VICE CHAIRMAN SMITH: Thank you.

CHAIR WEINTRAUB: Other questions from the
Commission?

Commissioner Toner?

COMMISSIONER TONER: Thank you, Madam Chair.
So Mr. Trout, I take it your argument is that, absent
these markups, the compensation paid to these vendors
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would be below market?

MR. TROUT: Yes.

COMMISSIONER TONER: And therefore, in your
position, would be a corporate contribution?

MR. TROUT: Yes.

COMMISSIONER TONER: You alluded in your
discussion that one reason these markups were built
into the arrangements was to address earlier
Commission concerns about that phenomenon?

MR. TROUT: Yes. I don’t believe that the
Commission had said that there was an illegal
corporate contribution. But in one of the exhibits to
our response, it is actually Exhibit A I believe, we
attached correspondence in which the Commission
expressed concern about it. At the time, they said
it’s okay. But what we took from that was: be
careful. Do it but really pay attention to this
issue. And that is what they were trying to do.

When they came up with their formulation,
they were thinking about the fact that -- what they
did is there was an activity ratio. It has been
accepted by the audit staff as a correct, honest way
of going about this. The activity ratio was a
function of the financial transactions in the
campaign, within the organization. So you had
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contributions to the organization and other financial
transactions of the vendors that were not at all
related to the campaign. So it was really a function
of comparing financial transactions.

As I say, the staff approved that as an
acceptable and appropriate way of kind of figuring
out: What part ought to be treated as campaign
activity and what part was not? But by focusing
simply on campaign contributions and financial
transactions, it did not capture all of the activity
that would occur in a grass roots organization.

And because that activity is related to the
costs to the vendors, whether it is opposition
research, whether it 1s phone calling or grass roots
outreach, these are activities that really do not have
a financial component as such, and therefore are not
necessarily captured by the activity ratio.

For that reason, and again responding to
what we thought the concern was, that we would
underpay --

COMMISSIONER TONER: Right.

MR. TROUT: -- that is why they decided to
front-load the cost in order to capture what the
activity ratio might not capture. That was the
rationale, and as I say, if you don’t 1like it, fine.
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But we ought to get a markup.

VICE CHAIRMAN SMITH: But do you think the
Commission, in determining whether expenses are
qualified campaign expenses when we are dealing with
vendors -- I think I know the answer to this question
that you are going to say, but I never want to predict
these things -- do you think it is appropriate for the
Commission to analyze the nature of the vendors, i.e.,
are the vendors servicing multiple clients, are they
only servicing a particular client?

Do you think that type of analysis is
something that the Agency should look at in deciding
whether public funds are being spent in a permissible
manner? Or do you think that we really shouldn’t get
into that at all?

MR. TROUT: Obviously -- maybe it’s obvious,
maybe it’s not. If there are relationships that
exist, there is the risk that the two parties not
operating at arms length will game the system.

VICE CHAIRMAN SMITH: Right.

MR. TROUT: Okay. And I believe it 1is true
from this Commission’s other work that they recognize
that possibility and that the audit staff will kind of
look at the numbers and may decide to go behind just
the mere invoices. That said, I don’t believe that it
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is appropriate for the Commission to apply different
standards to different vendors.

VICE CHATIRMAN SMITH: In terms of greater
level of scrutiny, you are saying, in terms of these
markups and vendor activities that we were suggesting?

MR. TROUT: Well, I don’'t think that the
Commission should make a judgment: Well, this vendor
has a First Amendment agenda, so we are going to look
at what they are doing with a greater degree of
scrutiny than this other vendor who basically wants
a --

VICE CHAIRMAN SMITH: Out to make money.

MR. TROUT: Out to make money.

VICE CHAIRMAN SMITH: Right. First
Amendment or not.

MR. TROUT: Right. So I don’t think that
they should receive greater scrutiny in that respect.
In this case, I think it is very clear that again they
were not trying to game the system; and it is very
clear that whether you view it -- our view is that the
80/50/0 markup, the front-loading of the markup, was a
reasonable approach to the problem. If the idea is
no, we don’'t like that, a 32-percent across-the-board
markup, it seems to me, is more than reasonable. They
did not game the system.
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It may well be that at a certain point, the
auditors would gag at a certain level of markup and
say that is just too much.
VICE CHAIRMAN SMITH: But you are saying
that 20 to 30 percent is pretty prevalent on K Street.
And you talk about what consultants might be making --
MR. TROUT: .Probably it’s low.
VICE CHAIRMAN SMITH: Might be low on K

Street.

MR. TROUT: Probably. That would be my
assumption.

VICE CHAIRMAN SMITH: Therefore, it is not
out of the ballpark here.

MR. TROUT: It is clearly not out of the
ballpark here. As I say, we have a CPA who we believe
to be knowledgeable and experienced in the area and
has done a lot of this work. His CV is attached to
his materials that you have. He has worked with
different organizations, not simply with the LaRouche
organization, but he has served with a number of
different organizations. I think that his opinion in
the matter should be credited.

VICE CHAIRMAN SMITH: One final question,
Mr. Trout. ©On page 2 of counsel’s memo, the third
full paragraph, there is a reference to $31,070 paid
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to EIR News Services Inc. This is the third paragraph
on page 2 described as noncampaign-related farm rental
expenses. Could you shed any light on the nature of
those expenses?

MR. TROUT: Those were disallowed I believe.
I have to go back because this was not when we were
-- we didn’t challenge that redetermination.

VICE CHAIRMAN SMITH: Okay. That is not an
issue here.

MR. TROUT: That has never been an issue.

VICE CHAIRMAN SMITH: Okay. Great.

MR. TROUT: But I believe it related to
rental on a farm. It was disallowed.

VICE CHAIRMAN SMITH: Not an issue. Okay.

MR. TROUT: We did not challenge it. 1It'’s
not an issue.

VICE CHAIRMAN SMITH: Great. Thank you so
much.

Thank you, Madam Chair.

CHAIR WEINTRAUB: Mr. Mason?

COMMISSIONER MASON: Can you describe for me
what are the normal sets of financial transactions
that occur? Well, I am starting with a presumption
that in addition to these seven regional vendors,
there is some other ongoing entity apart from the
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LaRouche campaign through which he or his organization
operates. I don’t know exactly what that is, but I am
guessing there must be something. Maybe I'm wrong.
That would be helpful if you would clarify that.

But if that is correct, can you describe how
these regional vendors normally relate to the central
organization in a financial sense?

MR. TROUT: I am not sure I can answer that,
because I am not sure that I have the details. I
would be happy to try to give you more information
about that. My understanding is that there are these
seven regional organizations who are actively, and on
an ongoing basis from one year to the next, involved
in First Amendment-type activity of delivering the
message, if you will, and trying to expand the reach
of Mr. LaRouche and his political philosophy.

I don‘t know the financial relationship
between those regional vendors and the core
enterprise, but I will be happy to try to respond to
that in writing in the next five days.

COMMISSIONER MASON: The reason I ask is
because our regulation on essentially trying to -- I
am sympathetic to your problem. On the one hand, we
don’t want a corporate contribution. On the other
hand, with public funds in particular, we don’t want
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to see overpayments. So I understand your problem,
that you have got to get it right in the middle and
not at either extreme.

But our regulation that attempts to tell how
to do that speaks in terms of the usual and normal
charge. So one thing that I would be concerned about
is if you have an overall pattern where payments are
made for printed materials, for instance, and charges
are made, or are not made. I don’t know. You, by
that mechanism, may well have established a usual and
normal charge. I would like to see some evidence of
that, if there is anything, because that would help us
really get to this question of: Whether one part of
the enterprise, as it were, is subsidizing another
because of the presence of federal funds?

You understand that part of the equation as
well. I wanted to ask a little more about the
activity ratio and make sure I understand that. You
clarified what it was that went into the calculation
of the activity ratio. How was that calculated as to
a particular regional vendor?

MR. TROUT: 1 don't know the specifics of
the activity ratio. Again, this was something that
was accepted as appropriate and legitimate and an
accurate way of arriving at the campaign numbers. You
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know, the audit report itself makes reference that
they accepted that. Inasmuch as that was accepted,
that was never really a part of any challenge that we
made, and certainly was not part of our request for
oral hearing.

COMMISSIONER MASON: Let me explain my
gquestion about it, why I raised the question. I
understand the audit staff reviewed it and accepted
those calculations as presented. My concern was that,
as I understood it, this was a ratio that was intended
to capture the activity of these organizations. Now
you just said it didn’t capture all activity, and yet
I thought that was what it was to do.

So one of the concerns was that: If this
ratio accurately captured the overall activity of the
regional vendors, then, in fact, you were capturing
overhead. Particularly for a nonprofit, as I
understood it, it looked at the entire finances of
these organizations. Now I don’t know that you really
-- since you are saying you don’t know about it in
detail, meant to suggest it, but you talked about how
this essentially measured income.

I guess arguing that the campaign
contributions that were received, as opposed to the
noncampaign income, that the nonprofit received
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through publication sales or however else it generated
income, may not have accurately captured the activity.
The problem I have with that is that if you presented
to us, now here is a method that we think is
reasonable for assessing the activity of this
nonprofit organization and we have accepted that; and
then you come back and say, oh, but we really don’'t
think it is accurate after all -- I am having trouble.

MR. TROUT: If I can respond. Let me go
back. You have raised two issues. Let me try to
address both of them. First of all, we believe the
issue of usual and normal is not necessarily tied to
what may or may not exist between the LaRouche
organization on the one hand and these regional
vendors on the other hand. What they do in their off-
campaign activity, it seems to me, is not necessarily
indicative of what is usual and normal.

What we are talking about is: What in the
real world is usual and normal, not necessarily what
does LaRouche do with these vendors in other
noncampaign contexts? So when we look at usual and
normal, my own view is that is not necessarily at all
relevant what may occur between LaRouche on the one
hand and these seven vendors on the other and
noncampaign activity. I say that without knowing what
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the answer is. As I have indicated, I don’t know what
the answer is, but I just wanted to put that caveat on
the table.

Second, with respect to the activity ratio,
we believe that it is an appropriate and a reasonable
way of trying to approximate the actual campaign
expenses. That is what was done and there was never
any misunderstanding as to the basis of the activity
ratio and that that is how we arrived at the
particular level of campaign costs. We made that
clear from the outset and, as I say, I believe that
the audit staff, well aware of all the facts,
appropriately decided that that was reasonable and
they accepted that.

Now, just as the Commission staff itself in
its memorandum made reference to the fact that there
are indirect and hidden costs, as well as costs that
are difficult to itemize with any vendor and with any
commercial enterprise, it was with that in mind that
we recognize that there were certain hidden costs if
you will. Or it is not hidden. It is just difficult
to itemize, difficult to arrive at and to kind of say:
this is the number. Mindful of that, and again
mindful of the concern that the Commission had
expressed in the previous election cycle, don't
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underpay .

With that in mind, they felt it is
appropriate then to front-load the markup. Not
because the activity ratio was inaccurate, but because
there necessarily are costs that in commercial reality
cannot begin to be itemized or taken necessarily fully
into account and that is why you have things like
markups.

COMMISSIONER MASON: My concern about the
markup, though, as it is applied to the activity ratio
is this: that the activity ratio never pretended to
measure direct costs. You are suggesting, well, there
are these indirect costs, these hard-to-figure things
out there. So we had to put an add on to capture
those. However, the activity ratio that lies at the
bottom of that was never from the beginning a measure
of direct costs. As I understand it, it was a ratio
that tried to divide all of the financial activity of
these organizations.

So if you have determined that of all the
financial activity of the organization, 30 percent was
campaign related and 70 percent wasn’t, or the
opposite, whatever the case may have been, you have
captured your indirect costs in the activity ratio,
because the activity ratio itself accounts for all of
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the financial activity of the organization. So if
that was an accurate picture, then you have captured
your overhead, because you weren’t measuring direct
costs.

If you had been measuring direct costs, if
you had been keeping employee hours and other billings
within the organization to begin with, then I could
understand your saying well, this doesn’t capture
overhead or whatever. But because you were measuring
the whole organization and then slicing the pie
according to a ratio, I am not understanding your case
for a markup.

Let’s start out with this. What costs of
the organizations of the seven regional vendors were
excluded from the calculation of the activity ratio to
begin with?

MR. TROUT: I don’'t think that necessarily
the cost itself -- what I understand happened here is
they had what is referred to as the activity ratio.
And that activity ratio was basically a calculation
off the financial transactions.

COMMISSIONER MASON: All of them. All the
financial transactions of the --

MR. TROUT: That is my understanding. If I
am incorrect about that, I will be corrected and I
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will make sure that the record is corrected. But that
is simply a ratio. Then the auditors said: Okay, what
do we apply that to? And they applied it to the
actual costs. They said: These are applying that
ratio. These are the actual costs, the campaign
costs, no markup. We are going to disallow any markup
over these actual costs, and we are accepting the
activity ratio as being the correct index for
determining what of the actual costs should be treated
as campaign expenses and what of the actual costs are
just not campaign expenses-?

When they did that and applied that ratio,
they were applying it to actual costs, and they were
not giving any markup at all.

In that sense, it seems to us, self evident
that they were not allowing the usual and normal
charge that a vendor would charge. Some other vendor
might do it exactly the same way. In other words,
even if it wasn’t a captive vendor, they might have
said: Well, these are the costs associated with you as
opposed to some other noncampaign aétivity. They
would have maybe applied some sort of a percentage.
Then the question is: Was that a reasonable

percentage?

In this case, they did apply a percentage,
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which the audit staff has approved as being a
reasonable way of going about figuring out: What were
the costs associated with the campaign activities as
opposed to noncampaign activities? Where we think
they got it wrong and where we frankly believe the
staff agrees that they got it wrong is that they did
not approve any markup at all. In that sense, they
fell short of the usual and normal charge.
COMMISSIONER MASON: Well, I am having a
little trouble because you are shifting here from time
to time from the ratio to the usual normal charge.
The reason that I am having trouble 1is that, as I
understand it again, all of the costs of the
organization were assessed. SO, by way of comparison,
it is not perfect, but it shows how we handle these
issues as to other organizations, which in some ways
may be more similar to your regional vendors than not.
When we have allocation ratios as to PACs,
political committees including political parties that
conduct both federal and nonfederal activity, we use a
rule that looks a lot like, at least in concept, to
your allocation ratio. We say: Okay, on your
fundraising costs, we are going to allow you to
allocate your fundraising costs based on the
comparison between the federal and the nonfederal
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funds raised.

Similarly, on the overhead side, and party
committees have their own set of special rules, but
for nonpolitical party PACs, we allow them to allocate
their overhead based on the division of their
expenditures on federal and nonfederal campaign
purposes. Now, in those circumstances, we wouldn’t
allow a markup because we have allowed a division of
overhead, but we have allowed a division of overhead
pased on the actual ratio of activity they undertake.

Thus, when we looked at your figures that
the campaign represented for here is how to divide our
activity, which included the whole organization, I am
just struggling with why that should include overhead,
because it started with everything in the pot. It
wasn’'t as if there was some money reserved that wasn’t
counted in the initial activity ratio that you have
got to go back and get and account for somehow.

To get more specific to the issue of the
changing standards, it seems to me that either the
activity ratio didn’'t accurately represent the
division between campaign and noncampaign activity,
and sometimes I seem to hear you saying that and
suggesting that, that we had to recapture whatever.

Or it did, and if it did accurately measure the
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activity of the whole organization, then what overhead
is there? What was not measured in the activity ratio
from the beginning?

MR. TROUT: First of all, it is certainly
not my intention to be shifting, because I thought I
was trying to, and certainly I was trying to answer
your question. Let me.try to go at it as best I can.
The activity ratio was really, as I say, a function of
the ratios on the financial transactions, which, as I
understand it, the audit staff, understanding that
that was the basis, concluded that that was a fair and
appropriate way of determining allocating costs, as
opposed to financial.

Yes, we are using financial transactions and
we accept that as a basis for allocating costs as a
reasonable way of doing it. And they did that. I
think it was fair and reasonable for them to do so and
I am not suggesting that it yielded an inaccurate
number. So we have a ratio of financial transactions,
just financial activity, contributions versus total
financial transactions, which it seems to me does not
reflect the cost of the organization. It reflects the
financial transactions, and it may reflect the income,
but it doesn’t necessarily reflect the costs.

-What happened in this case is that the audit
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kind of how much did

you spend on this, how much did you spend on that, how

much did you spend on this other thing,

out what their costs were.

to try to find

Then they took that number

and they applied the activity ratio to it and they

said: Okay, of your costs,

this is what is

attributable to the campaign and this is what isn’t.

Fair enough.

But in doing so,

by just looking at what the

actual costs were, they did not take account of

overhead and profit and the sort of indirect costs

that the staff has recognized are appropriate that

commercial enterprises charge.

account of that.

COMMISSIONER MASON: Well,

am starting to lose you.

They did not take

this is where I

I am sorry to interrupt, but

I do want to clarify because again the ratio,

as 1

understand it, was when you say applied to actual

costs, was applied to all of the financial activity of

the organization.

MR. TROUT: No,

what I am saying.

I don’t think that that is

COMMISSIONER MASON: Okay.

MR. TROUT: What I am saying is that it is

my understanding that the activity ratio -- let’s put
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costs over here. We haven’t gotten to costs. The
question is: How are we going to figure out when we
get the costs what part is campaign --

COMMISSIONER MASON: We are agreed on the
activity ratio. We all accept that.

MR. TROUT: Okay. So the activity ratio --

COMMISSIONER MASON: What was it applied to?

MR. TROUT: My understanding is that it was
simply applied to -- when they went through and
figured out what were the costs to this organization,
they did not -- so if the idea was the actual costs
for the organization is, call it $100,000, and a
commercial enterprise would say, yeah, those are our
actual costs, and we are entitled to overhead and we
charge 15-percent general administrative, and we have
a --

COMMISSIONER MASON: But here again, when
you say costs, I am trying to clarify: Was the
activity ratio applied to the entire financial
activity of these vendors for the relevant time
periods?

MR. TROUT: My understanding is that it was
applied just to actual costs and not to what would
lhave constituted an appropriate markup for overhead
and profit.
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COMMISSIONER MASON: What are actual costs?

What do you mean by that? Or let me put it another
way. What of the organization, of the typical
regional vendor’s overall financial activity during
the period we are concerned about, what was excluded
when the ratio was applied?

MR. TROUT: My understanding is that they
went and looked at every itemized expense. What were
the itemized expenses associated with the
organization? The general ledger, the cash
disbursements, those sorts of costs.

COMMISSIONER MASON: And it is your
understanding that some of those were excluded before
the ratios applied?

MR. TROUT: No, what I am suggesting is
that there was no accounting for markup, for any
markup at all to cover general overhead and profit,
what would be regarded as profit.

COMMISSIONER MASON: My question is general
overhead, and let’'s say theoretically you had an
executive director or, in the case of a nonprofit, a
chairman or president or somebody like that who
actually didn’t do any day-to-day literature
distribution or any of those sorts of things. So his
time wouldn’'t have been booked off there, but he had a
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salary that he received, and that would be a typical
overhead charge. Rent would be a typical overhead
charge.

It was my understanding that the activity
ratio was applied to those types of charges at the
beginning, and thus my question about why you would
have had a need to recover overhead charges if the
overhead of the regional vendors was incorporated in
the total of costs to which the ratio was applied to
begin with.

MR. TROUT: Again, I think that there is in
any organization, as the staff recognized, hidden
costs and --

COMMISSIONER MASON: That is what I am
getting at. I am trying to get you to tell me what
was hidden, what was excluded when this ratio was
applied and the auditors said fine? What was not
included in the costing? So, for instance --

VICE CHAIRMAN SMITH: Could it simply be
that was not included was something you mentioned
earlier, which is basically the addition to reserve
funds to be able to expand operations? For example, I
know many nonprofits will do various luncheons and
they will charge a fee, and they will take in more for
the event than in fact it costs them. Could that be
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what is excluded? Because, as I understand it, the
total activity ratio is just dividing fixed overhead
costs and so on but would allow nothing for any growth
in the organization.

MR. TROUT: Well, that would certainly be
true.

COMMISSIONER MASON: But you are not
representing, then, that there was any costs. 1 was
going to say, I worked in a nonprofit before I came-
here, and I am very familiar with a system that says
when you had a project that you had to show related to
a grant that people’s time and direct costs of that
project were included. Then an overhead cost was
included, because there were administrative expenses
to the organization. That was an item in budgets and
it was an item in grant proposals and so on like that.

What I understand as being different here is
that I understand you weren’'t starting with the direct
costs of let’s say the hourly time or the materials
that people were distributing for the campaign, but
rather you were starting with all of the costs of the
organization. If that is what you were starting with,
you were capturing the overhead from the beginning. I
understand Commissioner Smith’s point and you made it
that it may be appropriate to get more than that. I
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think that is something to consider.

But I am still trying to probe, and I am not
getting an answer, and perhaps I have to assume there
aren’'t any other costs there that would have been
included in what you are calling an overhead figure.

MR. TROUT: If you would just excuse me for

one moment .

(Pause.)

Commissioner Mason, if I could just amplify
a little bit. You are correct, for example, rent is
captured in costs and other similar sorts of charges,
paper clips, pens, paper, that sort of activity. I
think the point that Vice Chairman Smith made 1is
certainly one that I made before and would make again
that those costs, contributions to reserves, however
you want to characterize them, would not be captured.

But I think that there are also activities
that were not captured by the activity ratio. For the
most part they were, but there were other activities
that would not have been captured, be it in the sensé
of the use of the phones, some of the grass roots
efforts would not have been captured. Again, I go
back to the staff’'s comment that it is expected that
there are hidden costse that are difficult to itemize
or capture and that therefore, in those circumstances,
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the commercial vendors, that would be part of normal
markup.

COMMISSIONER MASON: I sense that my
colleagues are growing weary of my questions and
perhaps we have reached our toleration already. Let
me ask this. Let me ask you to identify the costs
that were excluded from the calculation of the
activity ratio at the beginning, because that would be
helpful to me to see if what costs these organizations
had during this time period that weren’t included.

Because the problem I am having is, if we
accept the representation of the activity ratio as an
accurate division of the campaign and noncampaign of
the totality of what these organizations did, which is
what I thought was going on, and then we come back and
say, oh, well, but there is some other things that we
didn’'t capture, we are really operating from two
conflicting accounting schemes. In a sort of for-
profit accounting scheme that looks at direct costs
and profit and so on like that is a lot different from
an accounting scheme that captures the whole activity
of the organization and then slices it up from the
beginning, if you understand my point.

Sn it would at least help me in analyzing
this, if you could identify what, if any, costs or
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expenses of these vendors were not included or to
which the activity ratio was not applied to begin
with.

MR. TROUT: We would like to do that in
writing.

COMMISSIONER MASON: Yes, I understand that.
You don’t have that today. Then on the markup and the
front-loading issue, it, I suppose, works out to a
reasonable figure now, but we would be in a much
different boat if we were looking at 100 percent or 80
percent applied to the whole time period. Did you
have anything either at the time, ideally, or now to
indicate to us how those decisions were made?

In other words, one of the guestions you are
presenting is: Well, is 30 percent a reasonable
figure? And you are making an argument that maybe it
was and I understand that. But it would be a very
different situation if 100 percent were being
presented. So what you had, in fact, was -- excuse me
-- 80 percent, 50 percent, zero. And I would
appreciate any explanation that you could give related
to: Why those figures were chosen at particular times?

What caused whoever is making the decision
to believe that those figures were appropriate for the
time periods to which they were applied?
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CHAIR WEINTRAUB: Thank you, Commissioner

Mason.

Commissioner McDonald?

COMMISSIONER MCDONALD: Madam Chair, thank
you. Mr. Trout and your colleagues, thank you for
being here. Commissioner Mason actually asked the
guestion that kind of jumped out at me. It is a
little hard for me to ascertain where something starts
and where it ends, and with your permission a minute,
I would kind of like to ask our own staff to kind of
get in the fray because what I am trying to do here
is get a good sense that we are all on the same page.

Would you all mind commenting to some
degree, help us, try to be sure that we are talking
about the same thing?

CHAIR WEINTRAUB: Mr. Stoltz?

MR. STOLTZ: Well, I will try. The activity
ratio that we have been discussing is not a cost
analysis. It is a transaction count. It has to do
with contributions raised and subscriptions sold and
literature disbursed. Somebody can correct me if I
wander off here, but each day there was an entry made
that said, all right, on this day so many campaign
pieces of literature were disbursed or campaign
contributions were collected and so many noncampaign
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pieces of literature or contributions or subscriptions
or videotapes or whatever the deal was.

That was accumulated and a percentage struck
over various time periods. It varied from time to
time, I think from a low of maybe seven tenths of a
percent to a high of almost two thirds. That was then
applied to costs, to say, all right, this percentage
of the costs should be attributed to the campaign.
This percentage of the costs is attributed to, again,
as I understand it, other LaRouche activities not
having to do with the campaign.

The costs that the ratio was applied to were
selected costs. They were provided to us. We didn't
make the selection, but there were clearly entries on
bank statements that were not included in the
calculation that was provided to us. We have no idea
what those transactions were. We have no
documentation for them. So what was excluded, we
really don’t know. Whether or not any of those costs
should have been included, at least in part as
campaign, again we can’t tell from the records that
were presented.

Traditional overhead costs: rent, utilities,
telephone, supplies, ranging from, as you say, paper
clips to foam coffee cups to paper towels, whatever,
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did seem to generally be included. So the costs,
these hidden costs -- and it would be useful, as you
say, to know what those were and whether perhaps they
should have been included, or whether there is some
allocable portion of them that should have been
included.

COMMISSIONER MCDONALD: Well, that appears
to be the crux of the whole matter, the best I can
tell. At the end of the day, you have to make some
assessment and some delineation, it seems, like that
is clear. I am not really sure. Maybe you could give
me an example that would be helpful that what you saw
as things that went out under the rubric of
noncampaign activity maybe that facilitated the
overall good of the organization or something.

I am not sure that I am characterizing it
fairly, but I am assuming you have a campaign element
and then you have other materials and things that go
out that I gather are not campaign-related material.

MR. TROUT: I think that is correct.

COMMISSIONER MCDONALD: Could you give us an
example of what that might be, just out of curiosity?

MR. TROUT: Sure. The seven regional
vendors, I think it is fair to say that their purpose
is to disseminate literature. They are in the
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business of doing that on an ongoing basis, regardless

of whether or not there is a campaign that is in

progress.

activity,

When a campaign is in progress, that

there is a merger.

It might not be the

right choice of words, but the campaign activity is

folded into their activities as well.

Therefore, it is appropriate to try to draw

some distinction between the activity that is

noncampaign oriented and the activity that is campaign

oriented and to recover the costs associated with the

campaign orientation.

don’'t recover those costs,

Again,

at the time, if they

which in our view would

include an appropriate markup, then they are at risk

of making an illegal corporate campaign contribution.

COMMISSIONER MCDONALD:

I gather that is

where Commission Mason'’s concern was. I am just

trying to ascertain how you made these kind of

judgments?

kind of designation,

What that would be with the material, what

material would have?

Let me defer to Commissioner Toner,

if you will,

that certain

because

I have another question I would like to ask you if I

may .

CHAIR WEINTRAUB:

COMMISSIONER TONER:

Commissioner Toner?

Thank you,
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Commissioner. I just wanted to ask one follow up of
Mr. Stoltz. Do we have consensus that this activity
ratio didn’t include any component for profit for the
vendors, but instead it was designed to capture the
out-of -pocket costs, overhead, salaries, rent, all
that stuff, but it didn’t include any profit for the
vendors? Do we have consensus on that?

MR. STOLTZ: The activity ratio was an
allocator. It was a percentage that could be applied
to costs. It was not a cost analysis. Going back to
the state-party analysis, or sometimes we do things
based on a ballot ratio, this was the equivalent of
the ballot ratio. That then needs to be applied to
costs. So it doesn’'t recognize anything but a
campaign versus noncampaign activity percentages.

COMMISSIONER TONER: Okay. So would that
mean that the calculator applied across the board
would cover the out-of-pocket costs: rent, salaries,
all the things that a vendor would be spending to send
pieces out, campaign pieces. But it wouldn’'t
necessarily, then, have extra money in there for the
vendor as a profit? I am not saying, by the way, that
is appropriate or not.

MR. STOLTZ: It can be applied to costs. 1In
this case, it wasn’t applied to every cost to the

Heritage Reporting Corporation
(202) 628-4888

Bago— 4 | oz LB




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

47

vendor, but it was applied to selected costs of the
vendor. So what it does is it takes a payment for
July’s rent and it divides it between campaign and
noncampaign. That is all it does.

CHAIR WEINTRAUB: Mr. McDonald?

COMMISSIONER MCDONALD: Thank you. 1In
relationship to the vendors in question, is their only
client Mr. LaRouche?

MR. TROUT: I believe that is correct.

COMMISSIONER MCDONALD: On Attachment 1 on
page 11, I was trying to be sure I understood this
monthly fee business and maybe I do and maybe I don’t.
I gather that there was a monthly fee that went from
$150 through December 1998 and then it went to $750 a
month, I gather, after that. Now is that included in
the 15-percent figure that was applied or not? I am
not quite sure I am following that.

MR. TROUT: No. That number would not be
part of that.

COMMISSIONER MCDONALD: Okay. Thank you.

And again, I appreciate you all coming.

CHAIR WEINTRAUB: Let me see if I understand
what you are saying. Because what it sounds like to
me is: You look at what people charge on K Street and
you say, hey, they make these huge profits, and you
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don’t complain about them. So just because we are a
nonprofit, our vendors are nonprofit organizations,
doesn’t mean they shouldn’t be able to make the same
profits as the for-profit vendors.

Is that indeed your position?

MR. TROUT: Well, we don’t need to go that
far, I guess, is my position. I don’‘t think the
Commission needs to flyspeck necessarily kind of how
much profit this organization makes or that
organization makes. I am not encouraging the
Commission to do that. I suppose there is a point at
which, as I say, the Commission might gag at the fees
that some vendor might charge and be paid by a
campaign, or that the audit staff might gag.

I guess my point is: If we look at a 32-
percent across-the-board number, to me that does not
seem out of line, and particularly if you tend to sort
of look at the K Street fees. But I am not suggesting
that LaRouche or a nonprofit should be charging what
some K Street organization might charge.

I am mindful, for example, in the Buchanan
case. Here was an instance where a related party, the
treasurer, set up a separate company, Matching Funds,
Inc. This is in the exhibit and charged, on a
percentage basis, for processing the matching funds
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applications and made very generous amounts, which
ended up giving, and that was never even questioned,
and basically served as a basis for a determination
that there was an improper extension of credit when
there was a balance due.

Again, this was clearly a related party
thing, and the Commission, there was never any
question about the amount that was being charged in
that instance. So my view is: That it would not be
appropriate for the Commission to treat LaRouche in a
more, as I say, parsimonious way by disallowing any
markup at all.

CHAIR WEINTRAUB: Let me see if I can
rephrase the question. Is it then your position --
let’'s put K Street aside -- that just because your
vendors are nonprofit organizations doesn’t mean they
shouldn’t be able to charge a profit?

MR. TROUT: Absolutely that is our position.

CHAIR WEINTRAUB: I just wanted to clarify
that.

MR. TROUT: Right. That is absolutely our
position. Again, I want to be clear. I understand
they are nonprofit, so I am not suggesting that they
get to charge a profit as a nonprofit. What I am
saying is they get to charge --
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CHAIR WEINTRAUB: But that is what you just
said.

MR. TROUT: What I am saying, in the
nonprofit world, I think you refer to that as a
contribution to reserve. It is essentially the same,
so I was being generic in referring to, in agreeing
with you. But yes, they get to charge more than their
actual costs.

CHAIR WEINTRAUB: I just want to make sure I
understand what your position is.

MR. TROUT: 1In a for profit, we call that
profit. 1In a nonprofit, I think we call that
contribution to reserves.

CHAIR WEINTRAUB: I wouldn’t begin to guess
what we call it, since that is why we hired those fine
gentlemen over there so that I don’t have to do that.
Let me, and this is really more of a comment than a
question. I just want to put you on notice. You said
earlier that you don’t think it is relevant whether
there is a relationship between the vendors and the
Committee. I completely disagree with you on that.
Because, in the normal situation, when you hire a K
Street vendor, the person who is paying the bill and
paying the bill with government funds, would have
absolutely no incentive to increase the price at all.
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In fact, their incentive would be to strike
the hardest bargain that they could and try and get
their costs down as much as possible when dealing with
third-party vendors with whom there is an arms-length
transaction. If you are dealing with vendors with
whom you don’'t have an arms-length transaction, that
is not dispositive, but it does create incentives
where one might say: I have got government money. It
didn’t cost me anything. I would like to advance the
other goals of these organizations.

Why shouldn’t I use the government money in
any way that I can to get more money into these
organizations? So that is why I just want you to know
as you prepare your response, I think that the nature
of the relationship is important. It is not
dispositive but it is important. Whether there is an
arms-length transaction going on is a factor in
determining whether there is a usual and normal charge
being assessed.

MR. TROUT: I may have misspoken. If I did,
I apologize. I think my point is that I believe that
whether it is related or not, the standard is: What is
the usual and normal charge? I don’'t believe that
just because they are related, you wouldn’t apply the
standard: usual and normal, which should be the same
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standard that would be applied to an unrelated party.

In that sense,

I believe -- and I understand

your point, and I thought that I made reference to the

scrutiny that one would give because of the

relationship.

I guess my point was:

is a related or an unrelated party,

the same.

It is: the usual and normal.

the standard is

CHAIR WEINTRAUB: Mr. Deputy General

Counsel, do you have any questions?

MR. KAHL: Yes, I do, Madam Chair. Thank

you very much.

And, Mr. Trout, thank you for your

presentation today.

Let me start off with this question. As I

understand

markup charges on the vendors’

purposes.

charges, highly variable costs,

it, the Committee has stated that the

costs had several

As I understand it, there were baseline

start-up costs,

advance payments, bad-debt reserves and then profit,

or whatever we are going to end up calling that. Are

you able, in any way,

allocated among those various purposes?

So,

to know how that markup is

for

example, can you say start-up costs are 10 percent of

the markup?
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MR. TROUT: I think the answer is no.

I

know the answer is no, that I don’t know the answer.

I think the answer is that there was not this

component was this percent, this component was that

percent. But we are going to be responding,

I

believe, to Commissioner Mason on some issues and we

will certainly seek to address that as well.

wrong about that, we will certainly correct it,

53

If I am

believe the answer is: No, there was not a specific

itemization of this category or that.

but I

MR. KAHL: Okay. Let me focus on one of the

items you mentioned, which was: bad-debt reserve.

From the Committee’s submission, I understand that

some, or all of the vendors, have been providing

services to LaRouche campaigns going back to something

like 1988, so we have about four presidential election

cycles we are dealing with.

In that time, has the LaRouche campaign ever

failed to pay one of the vendors for the goods or the

services that they provided?

MR. TROUT: I don’'t know the answer to that

guestion, but we will get that to you.

MR. KAHL: I am sure you follow the drift of

my question. If they have never not paid,

need for a bad-debt reserve?
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In your July 8 response to the repayment
determination, you make two contentions. First, that
the original markup formula is reasonable. Then you
submitted the materials from Mr. Caldwell that the 32
percent is not out of line. I know Commissioner Mason
asked you for some follow-up information on: How the
original formula was developed.

In responding to that, any information you
could provide about consulting with other vendors to
come up with that formula, or whether there was
consultation with experts or consultants, such as Mr.
Caldwell, just what you went into to make the
determination of the formula and how you were able to
conclude, if you did, that indeed it was usual and
customary. I would appreciate it.

MR. TROUT: I'm sorry. dJust to be clear.
You are asking about our consultation at the time that
we arrived at the original formulation. Okay.

MR. KAHL: How you went about doing that,
who you consulted with, what you looked at in coming
up with it to determine that it was usual and
customary?

Getting back to Mr. Caldwell, he made the
statement Lhal Lhe 15-percent markup is standard in
the media-buy field. Do you have any idea what he
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relied upon to come to that conclusion?

MR. TROUT: No.

MR. KAHL: You presented us today with sort
of a range that it is somewhere between 15 and 32
percent that you feel to be reasonable in terms of
markup. Are you looking at 32 percent as the high
range for vendors such as those that we are talking
about here?

MR. TROUT: I was not suggesting that that
is the high range. What I think the point was: That
it - what it seems to me and what it seems to Mr.
Caldwell, who has experience in this area - is within
the range. I don’t know whether that is at the upper
limit, but it seems to me that it is certainly within
the limits and that is Mr. Caldwell’s view.

I think that as long as it is within the
limits, then what I think is: That if the vendor costs
and the vendor payments were appropriate; and what is
more, even if you backed it down to as low as 15 to 17
percent, it would yield no repayment obligation. That
is the point that we were making.

MR. KAHL: But I gather you are leaving open
the possibility that it might be higher.

MR. TROUT: It might be.

MR. KAHL: 1In several places, in your
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submission as well as in our discussions here today,
we discussed your contention that many of the direct
and indirect costs are just simply difficult to
itemize and to put your fingers on, and hence the need
for this sort of cushion we are looking at as markup.

I guess my question is: Why is that true?
In a lot of industries, for example in the government
contracts field, companies are required to develop
very accurate and specific overhead allocation
formulas that government contractors have to comply
with, truth in negotiation acts, and have to fully
disclose and have a very specific formula. So I guess
I am asking: Why is it so difficult to identify these
indirect costs here?

MR. TROUT: Well, a couple of points. First
of all, I think that there are any number of different
analyses about: What is the correct overhead formula?
I think there probably have been plenty of cases that
say this overhead formula is the right way to go, this
other overhead formula is actually better. So I think
that there is some recognition in the case law that,
in fact, there are differences about the way you would
go about kind of capturing costs. That is one.

Two, these large corporations have huge
investments in the area of trying to comply with very
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specific audit standards that exist, and they have a
tremendous infrastructure that is designed to do that.
I think that to expect this, either the Committee on
the one hand, the vendors on the other hand, or any
campaign operation to be able to deliver that sort of
precision that is demanded of the government
contractors, I think is frankly unrealistic.

If you insist on it in this case and apply
that rigorously to every campaign, I think you will be
surprised at how difficult it is for even the most
sophisticated campaigns to deliver that sort of
precision.

MR. KAHL: Thank you.

Thank you, Madam Chair.

CHAIR WEINTRAUB: Mr. Costa, do you have any
questions, or Mr. Stoltz?

MR. STOLTZ: Thank you. I won’t keep us
long. We have talked this morning quite a bit about
the concept of usual and normal charge and a couple of
other concepts that I think are important to this.

One being, of course, the NOCO presentation that all
campaigns are required to make to justify continuing
to receive matching funds after the candidate has
passed his date of ineligibility.

In this case, the amounts that the campaign
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had recorded as payable to these vendors made up a
very large portion of that net debt; and, as a result,
allowed, in some cases, almost dollar-for-dollar draw
on the public funds. So I think it is very important
that we make sure that that debt, that payable amount,
is accurately reflected. We talked a little bit about
the media industry. We talked about K Street.

The media industry, by the way, it has been
a long time since I have seen anybody who had a
significant amount of money to spend pay l1l5-percent
commission on media. Three, four, five is far more
common, at least in the last 20 years or so. We
talked about K Street. On K Street, I think there is
a presumption there are certain market forces in play
there.

There are a number of consultants who will
provide goods and services to campaigns, and the
candidate is free to choose; the campaign is free to
choose among the various ones, to choose the one that
gives him the best deal. 1In this case, to borrow a
term that you used: How do we do usual normal charge,
or how do we assume that these market forces are in
play when we are dealing with a captive vendor, as you
referred to them?

MR. TROUT: Again, in this case, what I
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think is evident is that the LaRouche campaign was
genuinely trying to get it right. They have been
doing this for a while. They know that they are going
to be audited. They are not out there to game the
system, and they are mindful of: Yes, these are their
captive vendors, if you will, or their related
vendors. They recognize that. This is the world that
they are kind of stuck with.

Maybe they would prefer that they were
bumping along at 60 percent and people were coming
over the transom to help them out. That is not their
reality. Yet they have very strongly held views that
they would wish to have the population embrace. So
they have a campaign and they use the organizations
that they have access to, and they are mindful of
several things. Number one, they can’t accept
corporate contributions. Number two, they know that
they don’t want to overpay. There is no real
incentive for them to overpay. They want to get it
right.

Number three, there is not a lot of
precision as to what constitutes usual and normal, so
they have to do the best they can. 1In this case, I
think it is clear that they were conscientiously
trying to do the best they could. It may well be that
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they could have done better. It may well be that
somebody else could have come up with a different
formulation. What I come back to is that: Even if you
don’t like the formulation that they picked, the
formulation that would, in our view, yield usual and
normal would result in no repayment obligation.

So I appreciate that when you are dealing
with related parties, not in arms-length negotiations;
and if I were a betting person, I would bet that in
so-called third-party transactions, there is less
"third partyness" to it than meets the eye; that there
really are very strong relationships that cause a
particular consultant to be used, as opposed to some
other consultant who is willing to charge less.

But putting all of that aside, I think it is
very clear that the LaRouche campaign, again mindful
that they knew and they have got experience with it,
and they knew what they were going to be facing, they
were trying to do it right. They were doing the best
they could.

MR. STOLTZ: Thank you.

CHAIR WEINTRAUB: I actually have one more

guestion also.
COMMISSIONER MASON: I juet want to make a
point on that because I asked some probing questions.
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Let me state that this is not an enforcement
proceeding, and that to me isn’'t the issue. So I
don’t want to suggest that because I have asked some
probing questions and should I in the end come down
and decide that you didn’t do it right, it is not
because you weren’t trying to.

So I think there is evidence throughout, and
you have done it today, that you were trying to make a
reasonable judgment. But the problem that we
encounter is that we are in a situation where there
are government funds. We are required to do an audit.
In essence, the statute tells us to look and see not
whether the judgments were made in good faith, which I
am willing to accept, but rather whether they were the
correct judgments.

I just want to clarify that. No one here is
questioning the good faith of the judgments but
rather: Whether they were accurate or not, and that is
what we have to do under the statute.

MR. TROUT: Right. I understand that, and I
didn‘t mean to suggest otherwise. My point is that we
are dealing necessarily with terms, usual and normal,
that have not been given a lot of precision, either in
the accounting profcccion or in the advisory opinions
of the Commission.
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CHAIR WEINTRAUB: I just want to clarify

something, because I thought I heard you say
something. I might have misunderstood you. Are you
suggesting that the Committee pretty much had to use
these vendors because other vendors won’'t do business
with them?

MR. TROUT: No, I was not suggesting that.

CHAIR WEINTRAUB: I may have misheard you.

MR. TROUT: It makes sense that they would
use these vendors because of the fact that the vendors
themselves are already familiar with the message. I
am not suggesting that they couldn’t find other
vendors to use. It may well be that it would cost
them and cost the taxpayers a lot more had they done
that.

CHAIR WEINTRAUB: I just wanted to clarify
what you were saying, and I am glad that you have done
that.

Commissioner McDonald?

COMMISSIONER MCDONALD: Thank you, Madam
Chair. Well, on that point, I actually got exactly
the same read that you did. I think maybe I
misunderstood what you were conveying to us. But that
being the case, and understanding the wessage, I think
that makes eminently good sense. But they are not
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really, I guess for lack of a better term, in an odd
sort of way they don’t seem like vendors to me, I
guess, because they don’t have other clients.

It just strikes me as odd that they view
themselves kind of as vendors. It almost seems more
like they are employees of the overall organization,
as opposed to what I would typically consider a
vendor. When you say the term "vendor" to me, it
usually is someone who is out trying to amass a series
of clients. It may be in a political arena or maybe
it is to sell soap or whatever else they may be doing.

But here, I really did get exactly the same
thing as the Chair did. I thought that is what you
were conveying, and it actually made more sense to me
along those lines, because I thought well, that could
be a fairly compelling argument if, in fact, the
problem is that, or a perceived problem might be, you
have to go obviously where people will do business
with you. I actually thought that was what you were
saying.

MR. TROUT: It may well be that some vendors
would choose not to assist Lyndon LaRouche. I can’'t
speak to that. I am not saying that they wouldn’t,
that they would or thal Lley wouldn’'t.

COMMISSIONER MCDONALD: I understand.
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MR. TROUT: I had a thought.

COMMISSIONER MCDONALD: Well, me too, but
it’s been years ago.

MR. TROUT: What I was going to say that if
you look at the Buchanan example that I gave you.
This was a vendor, I think, that worked exclusively
for the Buchanan campaign. It was set up specifically
to provide the service of applying for matching funds.
As I recall, its fee was calculated as a percentage of
-- I don’'t know whether it was what it got or what it
applied for. But I think it was, again, it was a
vendor that worked only for that campaign.

COMMISSIONER MCDONALD: I think that is an
excellent point. What I thought the difference
though, was in relationship to that, there you knew
and something was quantifiable exactly about what
their responsibility was and what they were being paid
for. I gather in some of the other discussions -- I
am going back particularly to some of the comments
made by Commissioner Mason, because it was kind of my
same reaction.

And I am assuming, based on what the
auditors have conveyed to us, that maybe there are
clemente that they haven’t had an apportunity to look
at and kind of make an assessment of, and that that is
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part and parcel of the problem. Your example is a
good one. I do think it is different in one sense. I
don’'t think it is any different in the vendors’ sense,
but I do think it is substantially different in
relationship to what you can qualify or quantify in
terms of: What their responsibility was. And that is
something that I have been grappling with since you
first started.

MR. TROUT: Right. And the Fulani case, I
believe, or at least some documents within the Fulani
matter, were I think referenced in the staff
memorandum to the Commission. I believe this was an
instance where the Commission made clear, or at least
the staff had made clear to the Fulani campaign, that
yes, you can use these related vendors. There 1is
nothing wrong with that.

Of course, if, in this instance, we had used
the vendors and not paid anything, then I don't think
there would be any question about what the attitude
would be about that. And if we had used those vendors
and paid all of their expenses, whether or not it was
campaign related, we would be having a very different
conversation than the one we are having right now.

COMMT SSTONER MCDONALD: Well, I just thought
of this. You are damned if you do, and damned if you
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don‘t. Do you want to use that?

MR. TROUT: Well, that one has occurred to

me, as my --

COMMISSIONER MCDONALD: You mean that’s not
original?

MR. TROUT: That’s not occurred to me as my
lead paragraph. I have decided to go with a different
one.

CHAIR WEINTRAUB: Now, if there are no
further questions, let me thank you again for coming
and putting up with us for this long meeting. Let me
remind you that you do have five days to submit
anything further that you would like to submit and
that the Commission will be ruling thereafter. This
meeting is adjourned.

(Whereupon, at 11:47 a.m., the hearing in
the above entitled matter was concluded.)

//
//
//
//
//
//
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Supplemental Submission by LaRouche's Committee

Re:
For a New Bretton Woods (“LCNBW”)
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Dear Commissioners:

This letter submission addresses a number of questions

raised during the hearing before the Commission on September 17,

2003.
In questioning LCNBW's reference in its various submissions

to un-captured or un-itemized costs, Commissioner Mason and the

General Counsel asked for clarification as to which distributor

costs were excluded from those baseline costs that were used to

calculate the invoices to LCNBW.

The baseline costs to which the allocation formula was

applied in arriving at the vendor invoices were only those
vendor costs implicated when volunteers used corporate

phones,
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postage) or provided services to further Lyndon LaRouche's
presidential campaign. In making the determinations of what
types of costs to include, LCNBW followed 11 C.F.R. § 9032.9,*
and the FEC Advisory Opinions cited in LCNBW's Response to the
Final Repayment Determination:

The types of distributor costs that were not included in
the baseline costs that were used in determining the vendor
invoices to LCNBW were administrative and other costs pertaining
solely to the distributors' business activities that were
unrelated to the campaign, e.g., payment of debts and accounts
to vendors which had nothing to do with the presidential
campaign and were based solely upon the continuing or past
business activities of the distributors, non-campaign related
travel or business entertainment expenses.

The allocation formula employed here was designed to
reflect the actual use of distributor facilities by the campaign
and services provided to the campaign from the vendors. The
regulations prohibiting corporate contributions specifically and

emphatically state that corporations cannot provide goods or

! All citations to regulations are to the February 3, 2002

regulations which do not differ in material respect from those
in force in 1999 and 2000.
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services to the presidential campaign at less than the normal or
usual market rate or at cost. See, e.g., 11 C.F.R. §§
100.52(d) (2), 114.2(f) and 114.9. As the Caldwell Declaration
(Exhibit T) and Exhibit C to LCNBW's Response to the Final Audit
Report make clear, markup components of 15% and 32% are well
within the market standards prevailing at the time for the types
of facilities use and services provided by the vendors under the
contract at issue here.

Commissioner Mason also asked how the "front-loading" was
determined and the General Counsel asked if LCNBW consulted with
experts in determining its markup formula. Exhibit D to the
Final Audit Report, the Declaration of Assistant Treasurer
Richard Welsh addresses the process by which the front-loading
and the markup were determined.

LCNBW did not consult outside experts, except to the extent
that the charges by those providing similar services as those
provided by these distributor vendors under this contract were
in the public domain. See, €.g., Exhibit C LCNBW's Response to
the Final Audit Report. Instead, LCNBW consulted the FEC's
Advisory Opinions, statutes, and regulatious and the ecxpcrience
of previous LaRouche campaigns with the FEC. 1In that context,

the admonition concerning potential corporate contributions by
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the General Counsel in the 1996 campaign was considered a “shot
across the bow,” a warning based on the previous litigious
history between LaRouche and the FEC to avoid corporate
contributions or any undervaluing of services being provided to
the campaign.

With regard to that portion of the markup contemplated as
compensating for costs which could not be quantified, the Welsh
declaration cites uses of the vendor facilities and
reimbursements to volunteers for outreach to Democratic Party
constituency leaders and the media, administration, research,
and FECA compliance. Under the contract, the distributor vendors
also provided access by LCNBW to their "existing networks of
customers and contacts" for fundraising and other purposes and
access to volunteers already familiar with LaRouche’s political
and philosophical views. It is difficult, if not impossible, to

quantify the market value of these services.
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The mark-up was intended to cover a variety of real, but
unquantifiable, costs plus profit.2 Because these costs are
difficult, if not impossible, to quantify, it is not possible to
provide an itemized breakdown of which portions of the mark-up
went to which costs, nor 1is 1t necessary under the FEC’s
regulations.

Commissioner Mason also asked about the vendors'’
relationship with clients other than the campaign. That question
was previously answered 1in response to a gquestion during the
supplemental field audit in Leesburg. A copy of LCNBW's response
is attached. That response notes, “The distributors purchase the
products from the publishers at wholesale prices and sell them
to the general public at retail, making a profit on the
discount.”

The General Counsel also asked whether the seven regional

vendors had ever not been fully compensated in previous

2 The Staff’s pre-hearing memo seems to have accepted this as

an appropriate basis for marking up actual costs:

The Commission may anticipate that vendors to a
committee will mark-up charges to make a profit and to
cover indirect and hidden costs as well as costs that

are difficult to itemize. This is common in commercial
transactions.

staff Memorandum to Commission (September 10, 2003) at 5.
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campaigns. The answer to that question is "no." However,
campaigns represent an inherent business risk and the
anticipated activities by the vendors in this campaign dwarfed
previous campaigns. AS opposed to the prime-time media, their
literature distribution and outreach activities were LCNBW's
principal means to reach potential voters. Placing a bad debt
reserve into the cost structure of a political campaign 1is
entirely appropriate, if not the industry norm.

We are unaware of any FEC.regulation or Advisory Opinion
establishing what 1s a usual and normal percentage for marking
up costs in order make a profit and cover indirect and hidden
costs as well as costs that are difficult to itemize. Moreover,
we are unaware of any instance when the Commission audited a
consultant or vendor to determine what its profit was and
whether its profit was out of line with some undefined concept
of what a vendor could appropriately charge. This is simply not

an area where the Commission has provided specific guidance to

ATTACHMENT 6;6

Page — (o — of




TrouT & RICHARDS, PL.LC.

Federal Election Commission

September 26, 2003

Page 7

date, and it would be unfair to expect LCNBW to be able to
precisely predict what the Commission itself has not decided.?

In this case, the vendors’ monthly invoices reflect an
average markup of 32%. That this is a reasonable markup is
supported in the record. William Caldwell’s declaration, which
is part of the Response, clearly supports such a markup as being
in 1line with the usual and normal charge for the sort of
services provided by the seven regional vendors. Mr. Caldwell is
a CPA who, through outsourcing agreements, serves as “acting
CFO” for approximately two dozen companies, including political
consultants and media companies. His prior experience includes
working on audits for such clients as the Republican Senatorial
Task Force, the Democratic Women’s Club, and the campaigns of
Senators Benson and Packwood. He has also reviewed the form
1120-POL for numerous clients, as well as the income tax returns
for political consultants and media buying companies. He 1is
clearly qualified to speak to the issue of markup and there is

nothing in the record to suggest that he was wrong in his

3 The Commission apparently considered whether to define the

usual and normal charge for media buying services, 56 Fed. Rey.
106 (Jan. 2, 1991), but it has issued no rules on that subject
and apparently has abandoned the effort. Moreover, it is only
now considering rules for how to value mailing lists, 68 Fed.
Reg. No. 171 (proposed September 4, 2003). ‘E;
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declaration that a 32% markup over actual costs is in line with
what other vendors might charge for similar services.

As LCNBW’'s Response makes clear, it 1is not necessary to
decide what is the upper 1limit of permissible markup for a
vendor to a campaign, for it is enough to eliminate any
repayment obligation if the Commission accepts as reasonable a
markup as low as 17%.° From the evidence in the record as well as
common knowledge and experience, LCNBW submits that there is
more than adequate basis for the Commission to determine that no
repayment is due. |

Sinacexely,

7

Robert P. Trout

RPT/ban

Enclosure
1-FEC-supplement2.doc

4 In its Response, LCNBW pointed out that a markup as low as
1582 would eliminate the repayment obligation. The Audit Division
has concluded that a repayment obligation would be eliminated
only if the Commission approved a markup of at 1least 17%.
Whether the number is 15% or 17%, it should be clear from Mr.
Caldwell’'s Declaration that a reasonable markup would eliminate
any repayment obligation.
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Explanation of Field Vendors' Business Activities with Organizations other than
LaRouche’s Committee for a New Bretton Woods

The business relationship of the field vendors to organizations other than
LCNBW is that of retailers (literature distributors) to wholesalers. The other
organizations are publishers of periodicals, books, videotapes, and other types of
literature and media. The distributors purchase the products from the publishers at

wholesale prices and sell them to the general public at retail, making a profit on the
discount.

Cash receipts from the retail sales are either deposited by the distributors into
their own accounts, or in some cases, remitted directly to the publishers, which credit the
distributors for the remittance.

The publishers bill the distributors weekly or at other intervals for merchandise
shipped to them, and for subscriptions to periodicals sold by the distributors. The
distributors pay the publishers at weekly or other intervals, generally by check,
occasionally by wire transfer. '
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FEDERAL ELECTION COMMISSION

WASHINGTON. D C 20463

September 4, 2003

MEMORANDUM
TO: Lawrence H. Norton

General Counsel

THROUGH: James A. Pehrkon

Staff Director :
g o
Robert J. Costa ﬂC’ = 3 A
Deputy Staff Dirgctor - r_‘§ nrsngg:,
s _=ZM
FROM: Joseph F. Stol L E]/=FD
Assistant Staff tor o ~ED E -
Audit Division Ceimor
= =T
Nicole Burgess AAS> =
~No

Lead Auditor

SUBJECT: Review of documentation provided by LaRouche’s Committee for a New
Bretton Woods in support of the Administrative Review

On July 8, 2003, LaRouche’s Committee for a New Bretton Woods
(LCNBW) submitted a wrntten request for an Oral Hearing. LCNBW addressed several
issues in its Response to the Final Audit Report. However, only the issue of the markup
on the regional vendors billings will be discussed at the Oral Hearing.

A. NON-QUALIFIED CA MPAIGN EXPENSE

e LCNBW stated in its memo that the Audit staff did not include in its
calculations costs paid out of petty cash for American System Publication, Inc. (ASP).
On August 5, 2003, LCNBW submitted two boxes of petty cash receipts as backup

documentation for our review (see LCNBW'’s Exhibit R). Also submitted was a “Master

Analysis Sheet” showing LCNBW's calculations. It should be noted that the Master

Analysis Sheet submitted as Exhibit R is identical tv that provided during the audit It
covers the period Apni 1YYY tnrough Sepiember 30, 2000. A review of the
documentation shows that the Audit staff calculations included the petty cash amounts
totaling $68,576, through September 30, 2000. The petty cash costs incurred by ASP for
October, 2000 through December, 2000 totaled $15,775, these costs were not included in
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the Audit staff calculations given that LCNBW did not include the period October 1, to
December 31, 2000, in its calculations. The Audit staff has telephoned and emailed
LCNBW assistant treasurer, Richard Welsh, in an attempt to give LCNBW an
opportunity to explain its assertion. Also, workpapers relative to this matter were sent to

LCNBW via overnight mail on August 13, 2003. After review of this material, LCNBW
concurs.

e Second, LCNBW stated the Audit staff switched between the accrual-basis
and the cash-basis standards, resulting in a loss of one month’s documented costs. The
contractual agreement between LCNBW and ASP states:

“Committee shall also compensate Company for use
of Company'’s facilities and other costs incurred by
campaign volunteers, to be billed monthly by
Company, commensurate with the level of campaign
activity. For the period ending March 31, 1999,
Committee shall pay Company the sum of $8,848, for
all services and facilities.”

LCNBW'’s assertion that the Audit staff switched to a cash basis accounting is without
merit. As noted in the contractual agreement, COsts incurred prior to April 1, 1999 were
to be included in the lump sum billing ($8,848) for activity between January 1, 1999 and
March 31, 1999. The Audit staff analysis assumed that all costs incurred prior to April 1,
1999, were covered by the lump sum payment noted in the contract, and included all
expenses incurred on or after April 1, 1999 in the monthly billings. Thus no months were
excluded'. In a recent letter from LCNBW’s counsel it was stated that this issue is no
longer contested.

e LCNBW stated that the Audit staff omitted payments to L&S Investments
for rent related to ASP space. LCNBW submitted a payment history from L&S
[nvestments that included activity between October 25, 1999 and April 23, 2001. The
Audit staff reviewed this activity and included two additional payments totaling $6,000 to
the schedule of expenses incurred by ASP for August and September, 2000. There is no
indication in the workpapers that the vendor statement provided with the response was
included in the records presented for review during the audit.

e EIR News Service, Inc. refunded LCNBW $15,179 between October,
2001 and February, 2002. LCNBW supplied deposits slips and check copies to document
the receipt of these refunds. Further, the Audit staff identified an additional $12,150,
refund reported as being received by LCNBW in the second quarter of 2003. As a result,
the Audit staff reduced the non-qualified expense by $27,329 (315,179 + $12,150).

To further insure that all relevant costs for the period were included, the Audit staff reviewed
material from October through December and included in its expenditures, those items which
could have been incurred prior to October.
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e LCNBW has cited several regulations and advisory opinions in defense of
the markup applied to invoices from its regional vendors. The primary focus of the
argument is the need to cover overhead and unidentified costs and the need to insure that
the corporate vendors do not subsidize the campaign by providing services at less than
the usual and normal charge defined as, the retail price of goods and services in the ‘
market from which they would normally be purchased.

Before discussing the specifics of its contentions, one comment in the
introduction should be addressed. The response notes that in the Final Audit Report the
markup is re-characterized as advance payments. That characterization is not that of the
audit staff, but of LCNBW. It was used to explain why the vendors had not advanced
credit to LCNBW, and was one of three justifications for the markup enumerated by
LCNBW. The report concludes that the other reasons are not bome out by the evidence,
but accepts the advance payment contention to eliminate the extension of credit issue.

With respect to overhead and unidentified costs, it is noted that many of the
costs included in both the LCNBW and the audit calculations are overhead expenses, for
example, rent, utilities, telephones, office supplies etc. With respect to unidentified costs,
they are just that; unidentified, except in the most general terms.

The issue of usual and normal charge is more difficult. In response to the
Preliminary Audit Report (PAR), LCNBW explained:

“Five of the vendor literature distributors, American System
Publications, Southwest Literature Distributors, Midwest Circulation
Corporation, Eastern States Distributors, and Southeast Literature
Distributors were incorporated in 1987 as not-for-profit corporations.
EIR News Service and Hamilton Systems were incorporated as for-
profit entities although they do not operate to generate a commercial
profit. EIR1sa publishing company and was incorporated in 1985,
Hamilton Systems was incorporated in 1987. The vendors have as
their primary purpose the dissemination of political, philosophical,
and scientific literature and ideas ori ginated by Lyndon LaRouche
and his political associates.”

The response also explains that each vendor was formed to disseminate
political ideas, not to amass capital. It goes on to state that over the years of their
existence, the vendors have derived their income from the sale of subscriptions and single
issue of books, videotapes, periodical and other publications, and from contributions and
donations from the general public. A number of publications are mentioned, all of which
are associated with Mr. LaRouche.

Given that the vendors apparently have no customers other than M.
LaRouche, both when he is running for President and when he is not, establishing the

«ysual and normal charge” for the services supplied is very difficult. Further, since the
vendors’ existence is devoted to Mr. LaRouche, both as a candidate and in other
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capacities, the arms length nature of the contracts cannot be assumed. Also, as explained
in the final audit report, the allocation of the vendors’ costs between campaign activity

and Mr. LaRouche’s other activities cannot be verified beyond the mathematical accuracy
of the calculations.

LCNBW'’s response does not provide any documentation to explain or
allocate the markup beyond that which was available at the time of the Final Audit
Report. LCNBW calculates that if the markup is spread evenly over the entire program,
the markup paid amounts to 32%. It then proffers a 15% markup as “clearly justified”
and sufficient to eliminate the repayment. Neither percentage is documented in the
response or other materials any more than the original calculation, especially given the
non-profit nature of the vendors and their dedication to Mr. LaRouche. Therefore, in the
opinion of the Audit staff, the markup should continue to be considered primarily
~ advance payment that should have been applied to the billings later in the campaign. No
~ adjustment was made for markup to the NOCO.

" RECAP OF ADJUSTMENTS

L&S INVESTMENTS $ 1.167 | (36,000 x respective activity ratio)
EIR NEWS SERVICE $27,329 | (refunds)

AMERICAN SYSTEM $ 711 | (October through December additional
PUBLICATION expenses)

B. NET OUTSTANDING CAMPAIGN OBLIGATIONS

According to LCNBW, there were additional debts of $26,403 and additional
winding down of $29.669 however no backup documentation was submitted to support
these figures. These adjustments were not made to the Statement of Net Outstanding
Campaign Obligations (NOCO) prepared by the Audit staff. The Audit staff did update
the NOCO for the latest reported winding down expenses. The actual winding down was
increased by $20,745. and the estimated winding down was increased by $10,950.% See
attached NOCO.

Should you have any questions please contact Nicole Burgess, Rhonda
Gillingwater or Joseph Stoltz at extension 1200.

Estimated winding down was increased by $ 16,000 for legal fees that could be incurred by
LCNBW. based on prior expenses reported. Prior estimates were reduced to account for actual
expenses.
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LAROUCHE'S COMMITTEE FOR A NEW BRETTON WOODS
STATEMENT OF NET OUTSTANDING CAMPAIGN OBLIGATIONS
As of August 16, 2000
As Determined at June 30, 2003
Assets

Cash in Bank $24,038 a

Accounts Receivable

Vendor Deposits $23,866
Vendor Refunds-Regional Vendors $212,666 b
Capital Assets $5.823
Total Assets o $266,393

Obligations

Accounts Payable for Qualified Campaign Expenst $322,883

Actual Winding Down Expenses $46,620 ¢
Estimated through 12/31/03 $21,050
Due to the U.S. Treasury - Stale-dated Checks ] $3,281
Total Obligations $393,835
Net Outstanding Campaign Obligations ($127,442)
FOOTNOTES TO THE NOCO

a. This figure includes the amout of stale-dated checks, ($3,281).

b. Accounts Receivable has been understated by $80,472. It has not been corrected on this NOCO. The net
effect in final audit report would have been an increase of $42,271 in the repayment. The difference is
primarily in amounts received in excess of entiiement.

c. The inclusion of estimated fundraising costs ($34,609) is not included in the Audit stafr's NULCU
since sufficient moneys had been raised to eliminate the deficit.
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V.

Finding IL.A.
Finding I1.C.

Finding 1I.D.

Attachment I1

SUMMARY OF AMOUNTS DUE TO THE U.S. TREASURY

Apparent Non-Qualified Campaign Expenses $ 67,988
Matching Funds Received in Excess of $ 154,046
Entitlement
Stale-Dated Checks $ 3281
Total $225315
Attachment
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Contract for Campaign Organizing Services and Facilities

*\— rd
This agreement made this 2 day of ‘B%%_ 1999, by and between LaRouche’s

Committee for a New Bretton Woods (“‘Committee™), PO Box 89, Leesburg, VA 20178, the
principal campaign committee for Lyndon H, LaRoyche, Jr. organized under the Federal Election
Campaign Act, and __S o TrceT L .‘ﬁ e Sebc .

(“Comggn)' a having offices at
(e 4 Vpp RI, Bglfinovre ML 51539

WHEREAS, the Committee has been constituted to effect the nomination of Lyndon H.

LaRouche, Jr. by the Democratic Party as its candidate for President of the United States in the
Year 2000 presidential election; and

WHEREAS, Company offers, on the basis of reasonable compensation, to provide public

relations, literature distribution, and related services; to provide access by the Committee to

Company’s existing networks and lists of customers and contacts; and to make its office and
other facilities available to campaign volunteers:

NOW, THEREFORE, the parties agree as follows:

1. Appointment. Committee appoints Company to provide organizing services to
the Committee, including distribution of Committee literature, organizing of public events, and

other activities approved by Committee, whether requested by Committee or proposed to
Committee by Company.

2. Duties. Company shall provide campaign workers (“‘organizers”™) who shall
conduct activities to further the campaign of Lyndon H. LaRouche, Jr. Such activities shall
include, but need not be limited to:

(a) Distribution of Committee literature to the general public at such public access sites
as shopping malls, air and ground transportation terminals, post offices,
unemployment centers, motor vehicle departments, traffic intersections, and others;

(b) Organizing of public campaign meetings;

(c) Organizing of private meetings with local political leaders, activists, business and
labor leaders, and other constituency representatives, and any other individuals
potentially interested in furthering the campaign;

(d) Distribution of media feeds to local radio, television, and print media channels, as
authorized by the committee;

(¢) Public representation of the campaign positions on various issues, to both the press
and the public.

Company shall provide office and communications facilities to campaign volunteers,

including work and storage space, telephone lines, and use of office equipment.

Company understands that any expenditure on behalf of a candidate for federal office, if
not reimbursed or otherwise compensated by fees (and if not otherwise exempted by statute) may
constitute an illegal campaign contribution under the Federal Election Campaign Act.

3. Geographic Exclusivity. Company has exclusive rights in all states in which
Company conducts its regular business.

4. Campaign Literature and Promotional Material. Company shall have no authority
to author or issue any campaign literature whatsoever in the name of the Committee, including "I
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but not limited to, leaflets, flyers, pamphlets, and books. Such prohibition extends to media
placements, whether print or electronic. Company shall also have no authority to authorize any
other person, individual, or organization to issue any such campaign literature or promotional
material. This prohibition does not extend to the distribution of campaign material provided to
Company by Committee. -

Committee shall provide Company with stocks of authorized campaign literature, which it shall be

the responsibility of the Company to distribute in the most rapid and effective manner possible. Committee
shall pay costs of producing such literature.

5. Authorized Field Director. Company shall appoint an individual to oversee its work for
Committee, coordinate strategy and activity with Committee, and take primary responsibility to ensure that
all campaign organizers, whether paid or volunteer, are accurately representing the policy positions of
Committee and of Lyndon H. LaRouche, Jr. Such individuals must be approved by either the Treasurer or

National Campaign Director of the Committee, and shall consult regularly with authorized campaign
officers to evaluate the course of campaign work.

6. General Organizing Expenses. Except as described in Section 7, Committee
shall compensate Company for expenses incurred by campaign volunteers in the course of their
day to day work, by fees as defined in Section 10. Such ordinary expenses include, but are not
limited to: gas, tolls, parking, public transportation, and similar costs of getting to and from
campaign activity sites; use of office space (work and storage), and utilities; use of office

equipment and supplies; use of public organizing supplies (bullhomns, sign materials, and the
like); and use of telephones.

7. Expenses Paid Directly by Committee. Expenses which may be paid directly by
Committee over and above those specified in Section 6 as included in the contract fee, must be
approved in advance by the Committee Treasurer, and, where practicable, will be paid by
Committee directly to the vendor of the goods or services. Such expenses may include but are not
limited to: costs of room rentals and incidentals (audiovisual, refreshment, and other) for public
campaign meetings and press conferences; automobile rentals; rentals of office space or
accommodations retained for the exclusive use of Committee campaign activities; and mailings.

In the case of mailings, the contents of the mailing must be approved in advance by the
Committee Treasurer.

8. Intercity Travel.  Intercity travel within Company's region of activity shall be
considered a general expense covered under Section 6, except where such travel is conducted for
the sole purpose of a Committee campaign event or campaign tour. Such exception shall be at the
discretion of the Committee. Committee shall accept no charges from Company for such intercity
travel unless approved in advance by the Treasurer.

9. Documentation of Expenses.Company assumes the responsibility of providing Committee
with receipts or invoices for all expenses paid directly by the Committee, as described in Section 7. Such
receipts or invoices may be sent directly from the vendor to the Committee, or may re relayed to the
Committee by Company. In cases where Company has delivered Committee’s check to the vendor,
Company shall note the check number on the invoice or receipt.

Committee may, from time to time, request that Company provide Committee with
documentation of costs incurred by Company for which Company is billing Committee, as
described in Sections 6 and 10. Company agrees to furnish such documentation to Committee
within 10 business days of such request.

All documents shall be sent to:

ATTACHMENT 7
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LaRouche’s Committee for a New Bretton Woods
Treasurer’s Office

PO Box 89

Leesburg, VA 20178

10. Rate and Terms of Payment. Committee shall pay Company a fixed fee of
$750.00 per month to reserve the availability of facilities, provide for storage of campaign
literature, and ensure the distribution of baseline levels of such literature, including press releases,
books, and other material, for the period starting January 1, 1999. Committee shall also
compensate Company for use of, Company's facilities and other costs incurred by campaign
volunteers, to be billed monthly by Company, commensurate with the level of campaign activity.

For thj}x‘?od ending March 31, 1999, Committee shall pay Company the sum of
$_ /LA 7Y S  for all services and facilities.

11. Assignment of Contract. This contract may not be assigned to any third party or
to any successor organization to either party, with the exception that Committee may assign to

any committee formed as a principle campaign committee for a presidential campaign of Lyndon
H. LaRouche, Jr. in the Year 2000 General Election.

12. Term. This contract is effective as of July 1, 1997. Unless previously
terminated under the other provisions hereof, the agreement shall terminate at the close of
business of the day on which the Democratic Party nominates its candidate for President at its
Year 2000 nominating convention, except for such activities as may be necessary for winding
down the campaign. Either party shall have the right to terminate this agreement at any time by
giving the other fifteen (15) days notice. No termination of this agreement for any reason, shall
relieve any party of th= obligation to observe and perform fully all promises, terms, and

conditions required under this agreement to be observed or performed prior to the date of
termination.

13. Breach. In the event either party breaches any material part of this agreement,
said breach shall be deemed a default. Upon written Notice of Default, the breaching party shall
have seven (7) days thereafter within which to cure the default, and shall have an additional seven
(7) days so long as it is proceeding diligently and in good faith to cure such default. Such Notice
shall specify the facts, dates, and nature of the default, as well as the paragraphs of this agreement

involved, with sufficient particularity that the breaching party will have a clear opportunity to
cure the default. : .

14. Notice. All Notices required to be sent under this agreement shall be deemed
given when deposited in the United States mail, certified, return receipt requested, to the
following addresses:

LaRouche’s Committee for a New Bretton Woods
Treasurer’s Office

PO Box 89

Leesburg, VA 20178

(Company)
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15. Enforcement. If a party brings suit or other action to enforce this agreement,
and prevails, the non-prevailing party will pay the prevailing party’s reasonable attorneys’ fees
and litigation expenses. This is in addition to any other relief awarded. For these purposes, a
counterclaim or similar action shall also be considered an action.

16. Construction. The covenants and provisions in this agreement shall at all times
survive unless expressly limited herein. This agreement contains the entire understanding of the
parties with respect to the express matters stated herein, all prior representations or
understandings of such matters being hereby revoked. If part of this agreement is held to be
invalid or unenforceable, the valid and enforceable provisions shall continue to be effective and
binding. The parties intend to be bound hereby, and agree that their respective heirs, legal
representatives, successors, and assignees shall also be bound. All such parties and persons shall
execute and deliver appropriate documents and otherwise exert their best efforts at all times in
good faith to accomplish the objectives and provisions set forth in this agreement. The provisions
of this agreement may be revoked or modified only in writing. No waiver of a breach or default
shall be deemed a waiver of any subsequent breach or default. Virginia law governs. No suit for

breach of this agreement shall be brought unless filed within two (2) years from the date the
breach first occurs.

LaROUCHE'S CO]\@\_’I_I’ITEE FOR A NEW BRETTON WOODS

77

Date ‘Kathy A. aw, Treasurer ’
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LaRouche’s | ]

' N
New Brerron Woobs

P.0. Box 88 Leesburg, VA 20178
1-800-929-7566
www.larouchecampaign.org

To: Companies providing facilities for campaign work
From: Treasurer .

Re: Rate modification
It is agreed that effective January, 2000, the $750.00
per month base rate previously in effect, shall no longer

‘apply. The sole charges from January 1, 2000 forward, shall be
the variable charges based on prorated usage of facilities.

LaRouche's Committee for a New Bretton Woods

L S
by: 6M ¢t A //z ] e

Kathy A. Magraw, Tredsurer

Companny: Southeast Litepature Sales 1Inc.

by: /Mn%‘%

Martin Glaser Sec. Treas.
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